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e The fourth Annual Business Leadership Lecture 


Communicate—Be Counted 


T is both a great privilege and a pleasure to 
be again on the campus of The University 
of Michigan. This auditorium was a hole in 
the ground ten years ago, and the North 
Campus was an undeveloped dream. Many 
evidences of progress are about us. These in- 
sure that The University of Michigan and the 
School of Business Administration are con- 
tinuing as educational leaders. All of us owe 
them much. 

This assignment of speaking to a mixed 
audience—including professors, alumni of all 
ages and in every field of endeavor, and stu- 
dents who are ready to start pushing us old- 
sters out of the way—disturbs me. I happen 
to be a businessman who believes many of us, 
if we really try, can do a better job than we 
are doing in fulfilling our responsibilities to 
the business community and to our busi- 
nesses; who believes that we as businessmen 
must stand up and be counted on public 
issues; who recognizes that government is es- 
sential and that we had better improve it; and 
who believes citizenship responsibilities can- 
not be ignored. It is with these thoughts in 
mind that I address you this evening on 
COMMUNICATE—BE COUNTED. 

How well we are performing our roles in 


society is of concern to each of us. While we 


were students we learned about profit, free 
enterprise, business responsibility, and busi- 
ness ethics; as well as money, banking, labor 
relations, marketing, and forecasting—to say 
nothing of risk taking. In addition, we added 
to our previously accumulated knowledge of 
living with our fellow men. 
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Robert P. Briggs 


Some of us have taken courses in psychol- 
ogy, philosophy, sociology, and religion. All 
of us have had varying exposures to history 
and English. It was with these backgrounds 
that we started into the business world, or 
are about to start in the case of you students. 


Philosophies About the Role of 
Government 


Last week at the Annual Meeting of the 
Chamber of Commerce of the United States 
Dr. Milton Friedman of the University of 
Chicago appeared opposite Senator Joseph S. 
Clark of Pennsylvania on a debate-quiz pro- 
gram discussing “The Role of Government in 
Our Society.” Dr. Friedman took the position 


that “. . . the scope of government must be 
limited . . .” and that “. . . governmental 
power must be dispersed . . .” Senator Clark 
said “. . . any particular role for the Federal 


government should be considered on a case by 
case basis.”” He then summarized his position 
by saying, “In short, if the Federal govern- 
ment is the best means to accomplish a desir- 
able end, let’s use it. If it isn’t, let’s not.” 

I found it easy to agree with the principles 
stated by Dr. Friedman and, generally speak- 
ing, could agree with the generalization of 
Senator Clark. However, the differences be- 
tween these men became sharp as the discus- 
sion progressed. Dr. Friedman believed so 
strongly in the freedom of the individual and 
in the ability of the market place to regulate 
itself that he would abolish the Securities and 
Exchange Commission and all Social Security 
legislation. On the other hand, it was clear 
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that Senator Clark found it very easy to be- 


lieve that the Federal government “. . . is the 
best means to accomplish a desirable end 

. .” in case after case, and in my opinion 
too many cases. 

At one extreme we find the rugged individu- 
alist, Dr. Friedman, recognizing defense, 
money, and central banking, as well as police 
duties being the major functions which must 
be performed at the Federal level in order to 
protect the freedom of man. At the other ex- 
treme, we find that Senator Clark is “. . . 
convinced that as the world becomes con- 
stantly both smaller and more complex the 
role of the Federal government in our society 
is both inevitably and, on the whole, wisely 
bound to become a larger one.” 

The economic philosophies of these two 
men are as far apart as the poles. Dr. Fried- 
man believes wholeheartedly in the ability of 
man to care for himself and that, as a result, 
central government should surround him with 
virtually no limitations or safeguards. 

It is the middle ground that appeals to most 
businessmen as being proper. However, too 
many of us sit on the sidelines and refrain 
from expressing ourselves effectively. We have 
ideas, and we talk to our colleagues and 
social friends, and we even listen attentively 
to speeches by speakers with whom we gener- 
ally are in agreement. But do we communicate 
our thoughts so that they become opinion- 
forming expressions where they really count? 
This is one of my concerns. Let’s put our con- 
victions into understandable language. 


Need for Economic Understanding 


My concern is not an isolated one. Recent- 
ly, I was visited by a committee of public 
school superintendents. Their concern was 
that little or no attention is given in the exist- 
ing public school curriculum to basic economic 
concepts. They reported that businessmen 
have not shown a willingness to work with 
them in correcting this curriculum void and 
that schools of education likewise are not 
training our future teachers to have even a 
basic understanding of our economic system. 
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Dr. Ernest L. Wilkinson, President of Brig- 
ham Young University, refers to this prob- 
lem as “. . . economic illiteracy . . .” He says, 
“Probably fewer than one out of 20 of all high 
school students takes even one course in eco- 
nomics, and only about one-fifth of all college 
students do so. Most high school students take 
courses in history and various social studies, 
but these courses contain only a minimum em- 
phasis on economics. Much of what little is 
taught is weak, misleading, or even wrong—in 
many cases it does more to prejudice students 
against than to convert them to free enter- 
prise.” 

The college student who has no formal ex- 
posure to economics too often gains his un- 
derstanding of economics in the basic and re- 
quired English courses. Economic written ma- 
terials too often are used as illustrative ma- 
terial in the rhetorical discussions of the Eng- 
lish class. Too often the able English instruc- 
tor has little or no competence in the field of 
economics, and so this classroom exposure to 
economics is unfortunate, inaccurate, and a 
waste of time. 

I have wondered at times why employers, in 
hiring recently graduated college students, 
give so little consideration to the economic 
understanding of these new employees. Men 
who have not made the effort during their col- 
lege careers to take even a basic course in 
economics bring a blind spot to their first job 
in the business world. Yet they are hired with 
the expectation that they understand our 
economy and are prepared for assuming re- 
sponsibilities in the business world. No pro- 
fessional athletic team would even consider 
hiring an ill-prepared athlete, let alone one 
who does not even know the basic rules of the 
game. But in business we do! 

With our high schools doing little or noth- 
ing in the field of economics, with our schools 
of education usually avoiding the subject of 
economics in training teachers, and with the 
vast majority of college graduates having re- 
ceived no competent exposure to economics, 
is it any wonder that we have so much eco- 
nomic illiteracy? 
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Robert P. Briggs 
Recipient of the 

Fourth Annual 

Business Leadership Award 
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Robert P. Briggs was born at Monroe, 
Michigan, April 3, 1903. He joined Con- 
sumers Power Company in January, 
1951 as financial vice president and di- 
rector. In January, 1952 he was elected 
executive vice president. He has general 
charge of the financial and corporate 
affairs of the Company, stockholder re- 
lations, and the location of office and 
service buildings and associated facilities 
including architectural plans and specifi- 
cations and the negotiation of leases. He 
is also vice president and director of 
Consumers’ subsidiary, Michigan Gas 
Storage Company. 

Before joining Consumers, Mr. Briggs 
was for six years a vice president of The 
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University of Michigan. He was in 
charge of business and finance activi- 
ties of the University, including opera- 
tion and expansion of the physical plant. 

Mr. Briggs graduated from Lansing 
Central High School in 1920, and is a 
graduate of The University of Michigan, 
with the degrees of Bachelor of Arts and 
Master of Business Administration. He 
has been a certified public accountant in 
Michigan since 1933. 

After graduating from the University, 
he was appointed professor of business 
administration at Kansas Wesleyan Uni- 
versity, Salina, Kansas. He joined the 
faculty of The University of Michigan in 
1927 as an instructor in economics, and 
rose to associate professorships in both 
economics and accounting. 

From 1941 through 1944 Mr. Briggs 
was on leave from the University as 
Chief of the General Office Division of 
the Detroit Ordnance District, War De- 
partment, and the following year was 
assistant to the president of the Stand- 
ard Steel Spring Company, St. Louis, 
Missouri. He returned to the University 
in 1945, becoming vice president and 
professor of accounting. 

Mr. Briggs was a member and secre- 
tary of the Michigan State Board of 
Accountancy from 1938 through 1944, 
and a member of the Board of Exami- 
ners of the American Institute of Ac- 
countants from 1938 through 1942. In 
September, 1956 he was named to the 
Board of Directors of the Federal Re- 
serve Bank of Chicago; and became 
Chairman in January, 1961. 

He was elected president of the Mich- 
igan State Chamber of Commerce in 
December, 1959. 
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Competition and Combination 


These backgrounds bring us up short when 
we read of most of the companies in an indus- 
try pleading guilty or nolo contendere to vio- 
lations of the antitrust laws. It is equally dis- 
turbing to learn that many formerly respected 
business leaders admit directly or indirectly 
that they deliberately plotted a program of 
collusion which for years avoided detection. 
Deliberate violations of the antitrust laws 
cannot be condoned, cannot be tolerated, and 
call for vigorous steps to bring about immedi- 
ate correction. 

It has been suggested by some that our anti- 
trust laws are too rigid and should be revised. 
It has been suggested by others that these 
laws should be strengthened and made more 
rigid. The important thing at this point is for 
every businessman to recognize that these 
laws constitute a portion of the rules under 
which we operate in our democratic society. 
To violate the rules is to weaken our free en- 
terprise economy. To negate competition is to 
exclude a basic disciplinarian of the free enter- 
prise system. To violate the rules is to cast the 
ever lengthening shadow of doubt on Ameri- 
can business. To violate the rules is to give 
aid and comfort to the critics who want our 
competitive economy to fall. 


Business Ethics 


It has been urged in the public press that 
American business needs a revised code of 
ethics. The Chamber of Commerce of the 
United States has had a code of ethics since 
1924. Many other trade associations and busi- 
nesses have codes of ethics. However, a code 
of ethics without the desire to live by it is of 
little value. After all, the Holy Bible is a 
very practical code of ethics for all of us. 

The vigorous corrective step presently 
needed by American business is for every one 
of us to so conduct our business affairs that 
we are understood and above suspicion. It 
was not long ago that the press was full of dis- 
closures regarding the failure of certain union 
leaders to abide by the laws of the land. It 
was easy for business to point the finger of 
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scorn at these union leaders and in some cases 
at the unions. Let’s remind ourselves that 
there are union leaders and members who are 
now in a position to point the finger of scorn 
at business. The shoe is on the other foot. All 
of us know the rules of American business— 
let’s abide by them. 

Within our own companies each business- 
man has responsibilities to the owners, to the 
employers, to the employees, to the customers, 
and to society. Let’s tell them all how we pro- 
pose to discharge our responsibilities. Let’s 
communicate our goals clearly to all of them. 

The owners have entrusted capital to the 
business with the mandate that it be pre- 
served and the expectation that the operation 
will result in a profit. 


Business Success 


Our employer has given us authority and 
responsibility to do our assigned job so that 
the business can operate successfully. Success- 
ful operation includes delivering a superior 
service or product to the customers at a rea- 
sonable price that covers expenses and leaves 
a profit for the owners. This thing called profit 
is the key to the paying of dividends and the 
expansion of the business. In fact, it is the 
incentive which distinguishes a free enterprise 
business from other forms. The profit motive 
in American business, more than any other 
one thing, has made possible the growth and 
development of these United States. 

Regardless of the round that any one of us 
occupies on the business organization ladder, 
each of us is responsible for employees. In a 
very real sense we are the business organiza- 
tion to those who are directly or indirectly re- 
sponsible to us. Some of these people may be- 
long to unions and others do not. Each one 
of these employees is a citizen of the com- 
munity with the right to vote and participate 
in our democratic society. 

Every business is selling a product or a 
service to its customers. Each customer has 
the right and does insist that the purchased 
product fulfill his requirements. Further, he 
constantly is comparing our selling price—his 
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cost price—with those of other suppliers, with 
the cost of satisfactory alternatives, and with 
what he believes it would cost him to fabricate 
the product or perform the service for himself. 
The customer is king and must be satisfied. 


Communication 

In addition, each of us also is a member of 
society, a citizen of the community in which 
he lives, with all the rights and responsibili- 
ties of membership therein. However, when 
one of us takes a responsible role in society 
outside of our business, we are likely to be- 
come a spokesman for our boss, our employer, 
and for business in general. When we do so, 
let us choose specifics about which we can 
talk with authority and let’s make specific 
points—let the other fellow generalize if he 
wants to, but let’s be pointed and definite. 
Too often we are timid and do not speak up. 
We let less competent people mold public 
opinion. Then we complain about the results 
for we know they are not in the best interests 
of society. 

The communication channels available to 
businessmen today make it easy to publish 
thoughts, but it takes more to make them 
known. We have the responsibility to speak 
up and be counted as citizens. If we do not, 
we are poor citizens. We have the responsi- 
bility to express ourselves in behalf of our 
business. After all, we know more about our 
businesses and their problems than anyone 
else. The communities wherein our businesses 
are located look to these businesses for pay- 
rolls, taxes, and leadership. It is the respon- 


sibility of every business and business leader 


to weigh communications well and to exercise 
real leadership through meaningful communi- 
cation. 


Contents of Business House Organs 

Recently, I talked with the president of an 
association of editors of business house organs 
in the Detroit metropolitan area. The com- 
bined readership of the publications edited by 
the group totals 1,400,000 people. These 
magazines are delivered to all employees of 
the issuing businesses and generally are deli- 
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vered to the homes. Since this particular group 
geographically covers only a small area of 
Michigan, it is likely that employer publica- 
tions in Michigan alone reach 3,000,000 of 
our citizens regularly. What a communica- 
tion medium, tailor-made and waiting for 
your message! 

The potential of these publications for tell- 
ing the business story is tremendous. Curiosity 
got the better of me and so the editors of 
these house organs were invited to submit 
copies of all issues during a five-month period. 
Forty-three businesses cooperated and over 
200 issues were reviewed. 

The pages were well filled with small talk 
about births, vacations, hobbies, and lots of 
page filling pictures. In fact, 60 per cent of the 
contents on average were devoted to employee 
news and features. Company news of a non- 
economic character consumed 26 per cent of 
the available space. Safety received 4 per cent 
of the space. Let’s look carefully at the re- 
maining 10 per cent of the space. 

One publication ran a series of articles and 
charts on economic systems. This subject, 
ignored by virtually all of the other editors, 
accounted for 1 per cent of the space, one- 
tenth of this remaining 10 per cent. 

Free enterprise did receive some attention, 
and these articles accounted for a scant 3 per 
cent of the space. Taxes used 1 per cent of the 
space, but these efforts rehashed the instruc- 
tions of the Internal Revenue Service. They 
were merely space fillers. 

Quite a few of the companies used the pub- 
lication to summarize in some measure the an- 
nual report and to present some information 
on the company budget, while a few articles 
considered departmental operating results. 
This material accounted for another 214 per 
cent of the space and generally was good. 

The remaining 24 per cent was used for 
short and usually apologetic comments on 
economic subjects. 


Contrast with Union Publications 


These publications by Michigan businesses, 
generally speaking, devoted little attention to 
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economic issues. Here is a communication 
medium that is edited by business at the ex- 
pense of business and really is making little 
attempt to educate its readers about our 
economic system. 

Several union publications were examined 
also. They were well stocked with articles on 
economic subjects and union philosophies. 
They did not hesitate to point out sharply 
what they regarded to be management and 
business policy deficiencies. There is plenty 
of evidence that these publications receive 
wide reader attention. 

Mr. Businessman, did you get your money’s 
worth in your employee publication? Why do 
you spend this money to place your publica- 
tion in the hands of your employees regularly? 
If it is just to provide a medium for em- 
ployee small talk, I submit it is a waste of 
money. Here is a ready-made medium for 
telling your employees about your objectives, 
company policies, and our great free enter- 
prise system. Here is an opportunity to tell 
about the progressive programs you support. 

Recently, one Michigan business tested out 
four questionnaires on small groups of its 
stockholders. The one dealing with free enter- 
prise was a dud. Less than 10 per cent of the 
stockholders even replied. In the case of the 
other three questionnaires nearly 50 per cent 
of the people in each test group sent back re- 
plies. This experience convinced the com- 
pany that the phrase “free enterprise” is not 
understood even by investors, let alone em- 
ployees. 


Telling the Free Enterprise Story 


Let’s use our publications to tell the free 
enterprise story. It is a simple one in its basic 
concept—the freedom of every man to develop 
and produce goods and services without inter- 
ference within the framework of the law pro- 
tecting the rights of others, with the assur- 
ance that he can enjoy the results of his own 
enterprise, profits, if the venture is successful. 

Let’s start talking, writing, and communi- 
cating with our employees about profits, the 
lifeblood of the free enterprise system. 
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Profits can and do generate many of the 
dollars needed to create new jobs, and em- 
ployees understand the meaning of new jobs. 

Profits make dividends possible. Let’s tell 
the dividend story of attracting new capital 
in order to create more new jobs. Let’s try to 
have our employees understand that dividends 
are the payment for the use of ownership 
funds just as wages and salaries are the pay- 
ment for personal services. 

Let’s tell what inflation does to savings, 
pensions, and life insurance. 

Let’s tell the tax story, that is, the whole 
tax story covering income taxes, personal 
property taxes, real property taxes, sales 
taxes, use taxes, corporate franchise fees, busi- 
ness activity taxes, unemployment taxes, old 
age benefit taxes, intangibles taxes, communi- 
cation taxes, gasoline taxes, motor vehicle reg- 
istration fees, local license fees, and docu- 
mentary stamps. Let’s compare this cost with 
the cost of labor and with dividends. In the 
case of an electric utility, this cost can aver- 
age above 20 cents out of each sales dollar. 

Of course, the tax story merely says that 
government costs money. That opens the door 
for telling the story of how government uses 
the tax money and how each new governmen- 
tal agency and function increases the govern- 
mental expenditure total. 

Here the employee can be reminded again 
that the employers as a group shoulder the 
entire cost of unemployment compensation 
benefits. The abuses that need corrective at- 
tention can then be discussed as well as the 


‘good features of the program. You, Mr. Busi- 


nessman, have convictions with regard to 
abuses which you see should be corrected. 
Let’s test the logic of that thinking by speak- 
ing up in the employee publication. 

We all want good government, good schools, 
and good universities. Let’s discuss these 
phases of our social responsibility, including 
the urging of adequate financial support. 


Telling the Story of Wages 


Let’s take a leaf from Sylvia Porter and tell 
our employees how wages have risen and what 
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the rise means in terms of purchasing power. 
She reports regarding 1948 and 1961 as fol- 
lows: 

Time Required by Factory 


Worker to Earn Enough 
Money to Purchase Item 
Item 1948 1961 
Quart of milk 8% minutes 7 minutes 
10 Ib. potatoes 23 minutes 17 minutes 


1 lb. of bacon 34 minutes 18% minutes 


These facts were supplied by the Editor of 
the International Association of Machinists 
and can help clarify the economic picture. 

Have you told your employees about their 
rate of pay including fringe benefits? In the 
utility business the fringe benefits add about 
75 cents per hour to the cash pay of each oper- 
ating employee. This raises a $2.70 hourly 
wage rate to a $3.45 cost to the company. For 
a year this 75 cents per hour fringe cost totals 
$1,500 per employee. 

Let’s tell what is in this fringe benefit 
package: pensions, old age benefit payments, 
unemployment compensation fund payments, 
group life insurance, health and hospital in- 
surance, vacation pay, sick leave pay, paid 
holidays including presidential election day, 
stock purchase plan benefits, military leave 
allowances, educational assistance plans, and 
others that you can add from your own busi- 
ness. These benefits, amounting to as much as, 
or even more than, $1,500 per year are ignored 
when an employee says, “I get $2.70 an hour 
less the income tax withholding.” He is get- 
ting $3.45 an hour, and you, Mr. Businessman, 
are not reminding these employees of the full 
cost story. 

Have you forthrightly answered charges 
made by the union both through the public 
press and in its own publication? The union 
may also have used the radio and television 
to tell its story. If the union or its leaders 
give misleading or incomplete facts, your an- 
swer is needed. Will you give it? 

Judging by the comments of school admin- 
istrators, union publications are being read, 
and the economic content discussed in the 


homes as shown by the playbacks in the public 
school classrooms. This shows that your em- 
ployee magazines can use economic materials 
successfully. Try it! 


Businessmen and Politics 


Another effective place for businessmen to 
communicate their ideas is in the political 
arena. More and more businesses are urging 
their employees to become active in the party 
of their choice. Politics is not a dirty word, 
after all, Webster defines it as “the science and 
art of government; political science.” 

Even a cursory examination of union publi- 
cations discloses that union members are be- 
ing urged to participate and taught how to 
participate in politics. This is being done for 
the expressed purpose of gaining legislation 
that is favorable to that group of citizens. 


Some of their aims are in the best interests of | 


a democratic society and some are not. 

Generally speaking, businessmen are recog- 
nized as leaders in their communities. As such, 
they, too, should take an active part in poli- 
tics. Political parties play a major role in gov- 
ernment. Our two-party system can function 
best when all of our leaders, including busi- 
ness leaders, are actively involved. 

It is not enough for you businessmen to 
contribute dollars to the party of your choice. 
Participation in the councils, working in the 
campaigns, and even being candidates for pub- 
lic office are essential if democracy is to have 
the full advantage of your time and talents. 

I ask you how can a business leader more 
effectively influence legislation and social de- 
velopment than by being a part of the legisla- 
tive process? The question might be asked 
how can one be a leader in the true sense if 
he is not active in the political forum? After 
all, someone is going to hold every political 
office, and those who are in office are going to 
have the final say in the tax revenue and ex- 
penditure programs. It is much better to be 
on the inside guiding the decisions than to be 
on the outside trying to persuade. 

Many of you reside in the State of Mich- 
igan. All of you have a deep interest in the 
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State of Michigan as a result of your affilia- 
tion with this great higher educational insti- 
tution. This year, 1961, is the first time in 53 
years that Michigan has had a Constitutional 
Convention. The decisions of this Convention, 
if ratified by the voters, will establish the 
basic framework of Michigan government for 
many years to come. It is to be hoped that 
there will be able leaders in this Convention 
representing all segments of society. It is im- 
perative that the business fraternity have 
able representation in the Convention, and 
now is the time to insure the nomination of 
substantial leaders. Are you communicating 
your desires in this area, Mr. Businessman? 

Most of you will prefer to fulfill your poli- 
tical responsibilities as an avocation rather 
than as a vocation, but be sure you fulfill 
them. Remember that being active in politics 
insures better government and also protects 
your right to protest when government is not 
being run in a manner that is satisfactory to 
you. 

In a democratic society the desires of the 
people ultimately prevail. It is easy for peo- 
ple to urge our legislative representatives to 
support programs without considering their 
cost and how they are to be financed. It is a 
responsibility of each one of us to study these 
programs and direct attention to those which 


need to be evaluated from a business point of 
view. Too often we are guilty of not evalua- 
ting the cost at the time the program is con- 
sidered. It is too easy for legislators to pass 
champagne programs and ignore the fact that 
the exchequer is empty. You, Mr. Business- 
man, are uniquely qualified to evaluate pro- 
grams properly in terms of probable costs. 
Speak up and help the electorate and our 
legislative bodies have the facts so that the 
proper course may be followed in our demo- 
cratic processes. 

Many years ago while teaching in a Metho- 
dist university I attended a Unitarian church 
service at which a Jewish rabbi was the speak- 
er. Don’t ask me how either the rabbi or I 
happened to be there. I’m glad that we both 
were, for he left indelibly filed in my memory 
a prayer that is also a creed of life. Obviously 
it met the objective of good communication. 
I want to share it with you in closing. 

“May we think clearly . . . and act wisely 

. . in order that we may live nobly.” 

That is my hope for all of us . . . business- 
men, labor leaders, faculty, governmental offi- 
cials, students, and alumni. In our daily lives 
as citizens of this great country, may we al- 
ways think clearly . . . act wisely . . . and 
thus live nobly. 


A REPORT ON THE KALAMAZOO COUNTY ECONOMY 


The Kalamazoo County 


Economy—As Reflected in the Kalamazoo County Current 


Accounts Table for 1954, by Harold T. Smith. Published in 1960 by the W. E. Upjohn 
Institute for Employment Research. 219 pages. Single copies available on request from 
the Institute, 709 South Westnedge Avenue, Kalamazoo, Michigan. 

The principal topics covered by this unusual report are these: the Kalamazoo County 
current accounts table, County industries as creators of sales and incomes and as recipients 
of sales, County households as creators of sales and incomes and as recipients of in- 
comes, and County exports to foreign lands as creators of sales and incomes. In addition 
to totals of the foregoing items, the appendix includes detailed information on more than 
two dozen specific county industries. The statistical tables presented in the text and in the 


appendices are exceptionally comprehensive. 


Appraisal: A comprehensive and detailed example of local-area reaserch. 


J. Philip Wernette 
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e A report from a company president 


The Truth about Michigan 


URING Michigan’s great cash crisis of 
last year when many were shouting that 
the state was bankrupt and others were crying 
just as loudly that it all depended on how 
you read the figures, it suddenly became evi- 
dent to all that the real wealth of this state 
did not lie in the money we jingle in our 
pockets, the securities we hold, or any similar 
easily recognizable indication of prosperity. 

The real worth of this state is in her people 
and in her natural resources. And herein lies 
the truth about Michigan—the well known 
but sometimes forgotten truth that this is 
truly one of the most richly endowed states 
of our union. 

Our unmatched natural resources and the 
quality and resourcefulness of our people are 
our real wealth. Natural resources are not 
commodities that can be picked up by the 
handful and used to buy a sack of groceries, 
an automobile, or a new home. Therefore, the 
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many refinements necessary to convert natural 
resources to an accepted medium of exchange 
and the varied influences pertinent to such 
conversion must all be considered in determi- 
nation of real wealth and true condition. 

Michigan has been a much-maligned state 
in recent years and much to the chagrin of my- 
self and others in business and industry who 
find it necessary to take frequent trips to other 
states and to other sections of the country, we 
find that this image of Michigan as a problem 
state has not appreciably lessened, even 
though there are definite signs there has been 
a turn for the better. 


How Our Company Planned 


I can best allude to “The Truth About 
Michigan” by citing the experience of our 
company, with which I am of course most 
familiar, and suggest that our planning, our 
investigations, and our forecasts should be 
somewhat representative of the same under- 
takings by any new industry of considerable 
substance that might be looking for a new 
home. 

The Dundee Cement Company is a new 
company that was organized without person- 
nel or a home base. We had a parent company 
and there were sister companies, and it was in 
the mind of the general manager of one of the 
latter that our company had its beginning. 

This man is a brilliant and ingenious engi- 
neer whose hobby is designing and building 
cement plants. While his own plant was being 
built, he was putting what is now our plant on 
paper during his leisure hours. Then, after de- 
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signing this cement plant, and having put this 
design on paper, it appeared so fascinating 
and potentially efficient that it seemed a 
shame not to proceed with building plans. 

Our parent company bought the plans, or- 
ganized our company, and contracted with 
the engineers of our sister company to build 
our plant. With plans for the most modern 
cement plant in the world, they had to find 
the ideal location. I must, in all honesty, say 
that Michigan was not first on the list of 
prospective locations. 

Eyes on Michigan 

The Great Lakes area, however, was very 
high on our list, and, after preliminary inves- 
tigation, proved to be the most ideal area to 
locate our plant. First of all, there was the 
dynamic economy of the region and the fact 
that this area could boast of 20 per cent of 
the country’s population—with a forecast of 
‘a 50 per cent population increase in the next 
20 years. An increasing population means 
more homes, commercial establishments, and 
industrial plants and these in turn will in- 
crease the demand for cement. 

It was important that we take a good look 
at all the Great Lakes states, in order to 
benefit from this huge supply of fresh water 
for transportation and processing and this 
dynamic and prosperous economy. 

In extensive investigations of plausible sites 
for locating this plant, Michigan, as the heart 
of the Great Lakes area, began to loom lar- 
ger and larger in the plans of this infant com- 
pany. This, despite all the adverse publicity 
the state had received as having a suicidal tax 
structure, perennial labor disturbances, a state 
administration with anti-management political 
philosophies, and myriad other widely-broad- 
casted complaints that made Michigan look 
like anything but an attractive place to locate 
a new industry. 

Michigan was in no manner a sentimental 
choice. No one connected with our parent 
or sister company had any ties or business 
interests that made it expedient to settle in 
this state. 


Raw Materials 


Of course there are certain major factors 
that determine a decision of this magnitude— 
raw materials, transportation, labor supply, 
living conditions, educational and recreational 
facilities, and many others. 

We found a tremendous supply of raw ma- 
terials available in Michigan, so then it was 
necessary to check out all other factors that 
would or could influence our decision. Mich- 
igan scored high on all counts and in most 
instances was far ahead of competing states. 

As far as raw materials are concerned, the 
oxides of four metals are needed to produce 
cement: calcium, generally in the form of cal- 
cium carbonate or limestone; and aluminum, 
silicon, and iron, usually found in clay. We 
found a great deposit of limestone, overlain 
by an equally generous deposit of clay, at the 
present site of our plant. Present in these raw 
materials are all four oxides in exactly the 
proper proportion for making cement clinker. 

We didn’t find this limestone and clay 
through any magic formula, or through geo- 
logical explorations. Through normal inquiries 
at the universities and colleges of this state 
we found that Dr. E. W. Stumm of the Geol- 
ogy Department of The University of Mich- 
igan had explored the area around Dundee 
some years before and had discovered a large 
deposit of clay and limestone suitable for the 
manufacture of cement. 

There are approximately 175 cement plants 
in the country today and to my knowledge 
ours is the only one blessed with all four of its 
raw materials, in their correct mix, sitting 
right alongside the plant. And, furthermore, 
these raw materials are in a quantity to as- 
sure our company maximum production for 
more than 100 years. 


Transportation Facilities 


Having found the raw materials, we had to 
answer the other questions, and the first one 
was distribution. We have the raw materials, 
we have a market, but it covers the entire 
Great Lakes area—how will we get to market? 

We found that there were three efficient 
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and economical means of transportation at our 
disposal. Michigan boasts a network of more 
than 200 trucklines, operating on the finest 
highway system in the country. A very large 
proportion of our cement is shipped by truck, 
and highways are made of concrete, so there- 
fore you can readily see how important an up- 
to-date highway system is to our company. 
We can all take pride in the system that has 
been developed here and the fact that Michi- 
gan has moved from 35th place in the con- 
struction of the Interstate Highway System 
into first place in a period of three years. 

There are other forms of transportation be- 
sides truck. This state has 32 railroads serv- 
icing industry and business—one of the finest 
rail systems in the country. Our plant is only 
19 miles from the beautiful natural harbor of 
Monroe; and the Great Lakes and the St. 
Lawrence Seaway open the doors of distribu- 
tion to the East Coast, the Midwest, and the 
South. 


Fresh Water 


A very great economic factor we have in 
our favor in Michigan is the tremendous quan- 
tity of fresh water. We use approximately a 
million gallons a day in our process and there 
is no substitute which would permit us to 
operate without this vital natural resource. 
There’s no state in the entire 50-state union 
that can boast the fresh water supply that is 
available to the people of Michigan. Water is 
of great importance to industry generally 
and many of our sister states face critical 
problems due to inadequate supplies of fresh 
water. We are blessed with a great abundance. 

Water is important in our processing, in 
transporting our product to market, but an- 
other important value lies in the boundless 
possibilities for recreation for our people. Let 
me remind you that a person can stand at any 
point in Michigan and be no farther than 85 
miles from one of the Great Lakes. And, at no 
point in this state are you more than six miles 
from a lake, stream, or pond—unlimited rec- 
reational facilities for swimming, boating, 
fishing, or just plain waterfront living. 
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Certainly we were concerned with educa- 
tional advantages for our personnel and here 
we found that Michigan’s educational system 
cannot be surpassed. There is no limit to the 
extent of supervised training and advanced 
learning available in this state—indeed, in 
our immediate area. 


Labor Conditions 


Another economic aspect we faced as we 
came into Michigan was one of labor. This 
proved very intriguing, for if there is one 
thing that we did fear, it was the labor situ- 
ation. I think we have to admit that our state 
has a bad reputation outside its borders in re- 
spect to labor. People in other states remem- 
ber Michigan for sit-down strikes, prolonged 
labor-management strife, excessively high 
hourly wages for skilled and unskilled labor, 
and extended periods of unemployment. This 
is a false image that must be erased. 

Certainly this state has had its labor prob- 
lems, but it should be remembered as a lead- 
er in industrial production over the years— 
the state that put the world on wheels and that 
served brilliantly as the arsenal of democracy 
in two world wars, when labor and manage- 
ment performed shoulder to shoulder in the 
noblest of manners to provide tools for de- 
fense and victory. 

I'd like to simply cite our own experiences 
with labor. We found that the relatively high 
rate of unemployment at the time of our ad- 
vent into this market made available to us 
the most choice people. We had the greatest 
selectivity that anyone, I’m certain, has ever 
had. By applying some simple rules of testing 
and investigation we were able to employ the 
finest kind of people to be found anywhere. 

Our men are organized and are represented 
in a bargaining sense by the United Cement, 
Lime, and Gysum Workers International 
(AFL-CIO). Under the terms of their con- 
tract they are entitled to a monthly grievance 
meeting with management. Our men have 
foregone that privilege for as long as three 
months at a time for the best of reasons—no 
grievance. 
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Another example in respect to labor is the 
fact that our productivity is exactly four 
times as great as the average of the cement 
industry. All of this credit cannot go to 
labor, of course. Our investment per man is 
a quarter of a million dollars and this cer- 
tainly plays a part in the high productivity. 

One other aspect of labor of which I feel 
very proud: We recently negotiated another 
two-year contract with our employees which 
took effect May 1. Agreement on this new 
contract was reached two weeks in advance 
of the old contract expiration date. It was 
the first in the cement industry this year and 
we will set, in Dundee, Michigan, the pattern 
for the entire industry across the country. 
This was achieved in an area where labor 
cooperation is allegedly impossible. We made 
a fair offer and our men had the good sense to 
accept it. We now have the assurance of unin- 
terrupted operation for another two years and 
our men have the assurance of continued em- 


ployment. 
The Tax Situation 


The tax situation in our state is not condu- 
cive to encouragement of new business and 
industry, but responsible people in both par- 
ties have been working long and hard toward 
arriving at an equitable solution to the prob- 
lem. The situation is not as prohibitively bad 
as it has been portrayed. We, as a new indus- 
try, took into account the tax structure and 
found that we can operate and make a profit 
by assimilating taxes into our costs the same 
as we do the cost of labor, or coal, or power, 
or gypsum, or anything else. 

There is room for improvement in the tax 
structure and once more the corrective meas- 
ures that need to be taken are going to be 
_ made through the combined efforts of the 
Citizens’ Research Council, the Citizens for 
Michigan, the up-coming Constitutional Con- 
vention, the administration, and the legisla- 
ture. 

Solving the Problems 

Yes, Michigan has its problems. But more 

importantly, Michigan is doing something 


about them. I believe we are far ahead of 
other states, some of which are temporarily 
enjoying a better reputation. We may now be 
going through the tough business of solving 
big problems other states are not yet facing, 
but will have to face in the next few years. 
Our gains will soon begin to show. 

In recent months Michigan has had valu- 
able industries lured from the state. We have, 
of course, been ripe for the past dozen years 
or so for an invasion by outside industry re- 
cruiters. We made ourselves so. For one rea- 
son or another, we allowed the opinion to cir- 
culate that this was a bad state in which to 
do business. 

It is useless to point accusing fingers now. 
Our political friends in both parties have 
pointed enough fingers for all of us. The fact 
remains that Michigan, basically, still is the 
strong state that it was when all the internal 
shooting began. By washing our linen in pub- 
lic; by trying to find a fall guy when we 
should have been looking for an up guy, we 
have furnished ammunition for those who 
would take away our strength. 

The corner has been turned. Michigan is 
aware of its primary responsibility to itself. 
It’s in the best American tradition that when 
we’re caught in a jam, we do something about 
it. As it always happens, we stopped fighting 
ourselves and began fighting our problem. In 
Lansing there is a renewed expression being 
shown of a desire to do what is good for 
Michigan and not for any selfish interest. 
There, from both sides of the legislative halls 
and from the executive chambers come the 
actions which will tell the nation whether we 
are yet a people quarreling and rancorous, or 
a people working constructively and jointly 
on a common job. 

We have been greatly encouraged by the 
enlightened cooperative efforts of the Mich- 
igan Legislature and the chief executive of 
this state to achieve a program which will 
correct many of our ills. Admittedly, this will 
involve a program of compromise, but every 
group of our citizens will benefit from correc- 
tive measures that are destined to be taken. 
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The constitutional convention recently called 
for by our electorate provides a marvelous 
opportunity for people from all segments of 
our society to actively participate in the for- 
mulation of a modern document best suited to 
the common need. 


Michigan Industrial Ambassadors 


Affirmative action is being taken outside the 
legislative halls and outside the realm of poli- 
tical persuasion. We have in this state a 
unique group of businessmen and industrial- 
ists called Michigan Industrial Ambassadors. 
It is their job to sell to the world the truth 
about Michigan. They sell within the state 
and outside its boundaries. They sell to their 
neighbors and friends. They sell when they 
travel for pleasure, on vacation, or on busi- 
ness. 

They sell by two means: They look and 
listen and are ever-alert to opportunities, and, 
they inquire. They watch for companies that 
might want to move and hopefully they try to 
influence them to move into Michigan. They 
watch for firms in Michigan which might be 
on the verge of expanding and they try to per- 
suade them to expand in Michigan. Also, they 
watch for plants that give indication they 
may leave the state and try to induce them to 


re-locate in Michigan—if a move appears to‘ 


be the only answer to a specific situation. 
This group of 250 Industrial Ambassadors 


cannot do the job alone. They shouldn’t be ex- 
pected to. Every prideful citizen of Michigan 
should be a booster for this state. A state is 
too often judged by the degree or extent of 
the pride of its citizens. It is up to every one 
of us to be proud of our state and spread 
the good truth. 

I believe it is obvious by now that the Dun- 
dee Cement Company settled in Michigan be- 
cause this state proved itself best from all 
standpoints. Our investigating crews turned 
the mitten of Michigan inside out and in- 
spected every seam in a thorough manner be- 
fore our company decided to locate here. It’s 
to the credit of our investigators and the offi- 
cers of our parent company that Dundee is 
beginning its third year in this state and at no 
time has anyone connected with our firm had 
a single moment of regret for the more than 
$25,000,000 investment made in Michigan. 

Dundee Cement Company believes in this 
state. Dundee believes $25 million worth. 
Dundee, after careful consideration of all the 
points I have mentioned, reached the conclu- 
sion that Michigan has a glowing economic 
future. 

Michigan has the economic wealth, the 
economic assets, the technological know-how, 
and the people—people with brains, energy 
and intelligence. This is our real wealth. This 
is the truth about Michigan. 


“THE BOSS CAN DO NO WRONG” 
Another big management problem today is that of overcoming the attitude that 


the “boss can do no wrong.” 


Because the boss is successful with profits he becomes an authority both to himself 
and his employees. Business prestige automatically creates recognition in many unre- 


lated fields. 
Getting down to business—he 


to think and act like a specialist in everything— 


statistics, quality control, labor 1. we marketing, and production. 
It’s bad for the boss and worse for his employees. 
What can be done? Several ideas will help. 
1. Boss needs some failures—hard times to level his head 


2. He needs to open his mind to the ideas of other ao 


particularly his staff 


8. He needs practice in staff development and implementation 


4. Staff mem 


not only need to prove that they can do a good job but they 
need to sell the old man in their abilities 


—Hilton D. Shepherd, Jots and Jolts, February, 1961 
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© What 128 students visualize for the future. 


Selling: Changes to Expect by 1970 


Le purpose of this article is to report the 
thinking of business administration stu- 
dents about the changes in selling and adver- 
tising strategy and tactics which can be ex- 
pected in the future. Specifically, this paper 
reports students’ forecasts on the relative 
emphasis which the marketing manager of 
1970 will be placing on the several aspects of 
selling effort: advertising, personal selling, 
dealer promotional efforts, and other forms 
of promotional activity. 

In the fall of 1960 students enrolled in the 
second semester of a two-semester course in 
marketing management at the School of Busi- 
ness Administration, The University of Mich- 
igan, were given the assignment to write a 
paper in which they were to predict the role 
of promotional efforts in the markets of 1970.* 
One hundred twenty-eight graduate and un- 
dergraduate students participated in the proj- 
ect. These students comprised 20 per cent of 
the total student body in the School of Busi- 
ness Administration; they were an approxi- 
mate cross section of students with interests 
in various business subjects such as account- 
ing, finance, management, marketing, ‘and 
others. 


About the Author— 
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Although most students are young men in 
their twenties, with little or no employment 
history, what they lack in experience may be 
offset partially by their liberal education, 
their contact with current social, cultural and 
economic changes, and their enthusiasm for 
research to develop a reasoned opinion. The 
project shows that the students are serious, 
they are trying to look ahead, and just possibly 
some of their expectations may become reali- 
ties—not because they are specially gifted as 
forecasters, but because they will be the busi- 
nessmen of the future; if they continue to 
think as they do now, their thoughts will help 
to create the future they foresee. 

Most students began their analysis by rec- 
ognizing that changes in the marketing en- 
vironment are a cause of changes in promo- 
tional strategy. Thus they began with esti- 
mates of the markets, products and channels 
of distribution in 1970. Then, they proceeded 
to discuss the changes in selling that could be 
expected to occur under the anticipated con- 
ditions. This report will follow the same pat- 
tern. 


1Students were instructed simply to give their 
“impressions of the nature of the promotional mix— 
advertising, personal selling, dealer promotion and 
other promotional devices—in 1970.” They were 
asked to include some reference in their discussion to 
changes in marketing institutions and to product de- 
velopment; they were asked to exclude pricing from 
their discussions, inasmuch as this subject had not 
been covered at the time of the assignment. The stu- 
dents were informed that they were to be graded on 
the basis of originality of thought, research, develop- 
ment of ideas, organization, clarity and over-all un- 
derstanding of the concept of the promotional mix. 
No further instructions were given. 
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Environmental Changes to Expect by 
1970 


The Market for Consumer Goods 


A great majority of the students expect that 
continually increasing productivity per worker 
will have several consequences: (1) higher 
average discretionary income per consumer, 
(2) more equitable distribution of income 
(wealthy mass market), (3) increased leisure 
time, and (4) shifts toward higher occupa- 
tional status. These trends, coupled with 
higher educational attainment, are expected 
to result in a market consisting of consumers 
with more discriminating tastes. Consumers 
are expected to have increased concern for 
quality; they will have a greater yearning 
for individuality—rather than being con- 
cerned with the status symbols of the 1940’s 
and 1950’s. Thus, fact-oriented and highly 
sophisticated consumers point up the need for 
functional appeals in advertising and selling 
efforts. Students reason further that consum- 
ers will have much less brand loyalty (selec- 
tive buying) than is present today. 

Nearly one-third of the students note that 
there will be relative increases in the “youth” 
and “aged” segments of our population. High 
birth rates of the 1950’s will produce an im- 
portant teenage market. Continued medical 
advances will produce a more powerful market 
segment of elderly people. The producers of 
many items for these markets will have to 
select the promotional efforts which will reach 
these markets precisely. 

Nearly 10 per cent of the students expect 
that geographical shifts in population, to the 
west and north, will alter markets and cause 
regional changes in promotional strategies. 
Over 30 per cent feel that continued suburban 
growth will be a factor contributing to larger 
and more complex retail trade areas. 


Consumer Products 

The next step in the reasoning of many stu- 
dents was to look at prospective changes in 
products. Because consumers will be more 
discriminating, firms which innovate and im- 
prove their products so as to meet consumer 
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demand more precisely will have the competi- 
tive edge. Thus, sixty per cent of the students 
predict a greatly increased rate of product in- 
novation. Specifically, students suggest: (1) 
there will be a need for much larger product 
assortments (increased segmentation of the 
market into more distinct consumer groups 
means that each group will have to be satisfied 
more precisely), (2) there will be vast im- 
provements in packaging, and (3) expendi- 
tures for servicing products will be greater. 
Significantly, nearly 40 per cent mentioned the 
need for increased use of marketing research 
to coordinate productive capabilities and pro- 
duction schedules with consumer wants. 


Marketing Channels 

Turning to channels of distribution, 35 per 
cent of the students look for increased circum- 
vention of the wholesaler—a trend toward 
shorter channels. Larger retail operations, es- 
pecially chain stores, and the growth of verti- 
cally integrated channels (manufacturers tak- 
ing over retailing operations) may contribute 
to the demise of many present day independ- 
ent retailers and wholesalers. An important 
factor to be coupled with these trends is the 
expectation by nearly 50 per cent of the stu- 
dents of rapid gains in efficiency of retail serv- 
ice. Self-service, vending machines, and use 
of the telephone are some of the techniques 


- which will gain wider acceptance. 


Other changes in retail institutions were 


| also suggested. About one out of three stu- 


dents linked product development and the 
need for increased product assortments to 
conclude that the scrambled merchandising 
trend will continue; product lines handled 
by retail institutions will continue to change. 
As a result, the institutions themselves will 
continue to evolve into new and varied types. 
Competition 

A great majority of the students feel that 
changes in consumers, products, and channels 
of distribution coupled with technological de- 
velopments, will result in more intensified 
domestic competition—not only within prod- 
uct classes, but between classes of products. 
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However, students apparently are optimistic 
about the ability of the American businessman 
to compete with foreign competition. Only 
about 10 per cent of the students feel that 
businessmen will meet significantly increased 
foreign competition. 


Changes in Selling to Expect by 1970 

Most students specifically recognize that 
the promotional mix will vary by product 
type. Thus, for products which have charac- 
teristics which can be communicated by mass 
media, nearly three-fourths of the students 
foresee a greater dependence on media adver- 
tising. Students feel that for some products, 
advertising will be found to be more efficient 
in getting the job done than personal selling; 
thus some present day personal selling will be 
replaced by advertising. But, decisions to sub- 
stitute one form of promotional effort for 
another will be based on new techniques of 
relating costs to profits, and selecting the low- 
est cost/highest performance means of doing 
the selling job. r 

On the other hand many students recognize 
that changes in consumers will mean an in- 
creased need for personal selling for some 
types of products. Likewise, depending on the 
type of product, students recognize that great- 
er use of dealer promotion, or in-store promo- 
tion, will be needed. Thus personal selling, by 
producers’ sales forces, by middlemen, and by 
retail clerks, will continue to be a vital part 
of the marketing process in cases where it is 
more efficient than advertising. 

Those students who predict an increased 
role for advertising, also have some interest- 
ing comments concerning advertising practices 
of the future. In view of the changes expected 
in consumers, students feel there will be much 
greater emphasis on informative advertising. 
But, coupled with this will be increased under- 
standing of consumers’ need and want struc- 
tures, especially emotional and psychological 


needs; thus, advertisers will make more selec- 
tive and systematic use of emotional appeals. 
The result will be greater satisfaction of con- 
sumer wants and needs mot only by selling 
them more products and services—but, sell- 
ing them more precisely what they need and 
want. 

In connection with the conclusions noted 
above, or in some other part of their papers, 
virtually all students pointed out, or at least 
implied, that marketing research will take on 
new significance as a vital aspect of the effort 
to satisfy specific segments of markets, to 
satisfy the discriminating consumer, and to 
meet greatly increased competition. 


Conclusion 


In 1970 students foresee a market consist- 
ing of highly sophisticated consumers with 
increased purchasing power. These consumers 
are expected to demand and get vast product 
improvements. And, students think these 
products will be delivered through shorter 
and more efficient channels of distribution. 
Competition will continue to be keen; and, 
the advantage will lie with those sellers who 
recognize the significant changes in consumers, 
and adapt their products, methods of distribu- 
tion and promotional activities accordingly. 

In the current thinking of business students 
the future for advertising appears to be 
bright. As improved marketing research tech- 
niques provide more precise information, the 
several aspects of promotional effort will be 
more efficiently utilized by marketing man- 
agement to serve consumers better. Students 
think it will be increasingly possible for the 
seller to select the specific advertising or sales 
effort which will do the best job for the least 
cost. 

Today in our business schools students are 
learning approaches and concepts to aid them 
in these tasks of marketing management. 
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e New insights on the role of the consumer 


Consumer Investment and 
Business Investment 


N April 20, 1961, President Kennedy sent 
" a special message to Congress. In order 
“to stimulate the expansion and growth of our 
economy” and “to strengthen our anti-reces- 
sion program,” the President proposed to 
grant tax benefits to business firms which in- 
vest money in new plants and equipment. 
The character of the business cycle has 
changed greatly since World War II. It is my 
purpose to show that this change is closely re- 
lated to the growing importance consumers, 
and especially investment expenditures, play 
in our economy. At present, growth and ex- 
pansion of the American economy are depend- 
ent on consumer investment as well as busi- 
ness investment. I shall argue therefore that 
government measures intended to stimulate 
the economy should be extended to consumer 
investment as well. 


The Growing Role of Consumers 


The theory of the business cycle which is 
reflected in the government proposal can be 
stated simply. Of the three major sectors of 
the economy, government, business and con- 


About the Author— 
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sumers, only the first two are believed to 
generate income. The consumer sector re- 
ceives its income from business and govern- 
ment and, spending a fairly constant propor- 
tion of its income, is nothing but a transmitter 
of trends. New trends, then, arise exclusively 
through increased or decreased business in- 
vestment and government surpluses or deficits. 

The situation in the late nineteenth and the 
early twentieth centuries may have corres- 
ponded to this type of theorizing. In those 
times business expenditures were the only sub- 
stantial postponable expenditures on nonper- 
ishable goods. But during the last few decades 
something that has often been called an in- 
come revolution occurred: Today instead of a 
few rich people and masses of people near the 
subsistance level, we have a broad middle and 
upper-middle income group which spends 
some of its income for discretionary purposes 
rather than on minimum necessities. Secondly, 
due to a technological revolution, consumer 
expenditures on durable goods, which are post- 
ponable, have increased. Thirdly, an institu- 
tional revolution reflected in the availability 
and popularity of installment buying has 
raised consumers’ discretion in timing their 
expenditures. 

Today, then, consumers have great latitude 
of action. Ability to buy represents but one of 
the determinants of consumer demand. In ad- 
dition, as fifteen years of research by the Sur- 
very Research Center of The University of 
Michigan has shown, consumers’ willingness 
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to buy determines whether they step up or re- 
duce the rate of their discretionary purchases. 
Consumers are an autonomous factor in the 
business cycle because their investment ex- 
penditures on housing and durables do not 
necessarily follow changes in their incomes. 
Changes in willingness to buy—in attitudes of 
confidence or uncertainty, in optimistic or 
pessimistic expectations, and the like—proved 
to be measurable, often in advance of changes 
in consumer demand. Progress is also being 
achieved in understanding the origin of 
changes in attitudes and expectations. We 
know by now much about the kind of news 
and information which led to improvement in 
consumer optimism in 1954 and deterioration 
as early as the first half of 1957 and the first 
half of 1960. Thus fluctuations in consumer 
demand for durable goods are no longer 
shrouded in uncertainty. 


The New Business Cycle 


The four postwar recessions were all fairly 
short and mild. The change as against pre- 
World War II conditions is sometimes attri- 
buted to automatic stabilizers. Because of the 
currently prevailing high income tax rates, in 
prosperous years only part of the income in- 
crease accrues to individuals and corporations, 
and in recession years reduction of consumer 
income and of business profits is partly borne 
by the government. In addition, unemploy- 
ment insurance benefits also exert an anti- 
cyclical influence. 

Yet the changes in the tax situation are 
not the only new factors that influence the 
business cycle. Evidence can be marshalled 
in support of the proposition that an economy 
in which millions of middle-income consumers 
influence timing and rate of upswing and 
downswing is more stable than an economy in 
which cyclical fluctuations depend on the ac- 
tions of a few hundred or a few thousand busi- 
ness leaders. Specifically, it can be shown that 
during the past fifteen years American con- 
sumers have exercised a stabilizing influence 
and contributed greatly to making cyclical 
fluctuations short and mild. 


Stabilizing Influence of Consumers 


Some major features of consumer thinking 
which led consumers to behave so as to exer- 
cise a stabilizing influence during the past few 
years will be summarized here briefly:* 


1. Reactions to Price Movements 


During the last decade of creeping inflation 
most people believed that inflation was an un- 
favorable development which detracted from 
the enjoyment of the fruits of their labor. 
They resented price increases and reacted to 
them by reducing some of their discretionary 
purchases. Contrariwise, stable prices were 
considered the right prices and stimulated 
buying. These behavior patterns have helped 
to keep price advances in check. 

2. Diversification 

Consumers, on the whole, are not inclined 
toward excessive behavior. During the last 
few years, most people tended to back their 
beliefs and notions with some rather than all 
their means. Thus people with inflationary ex- 
pectations kept some money in savings ac- 
counts and even added to them. People who 
expected income increases and good times in 
the economy did not go all out in their pur- 
chases, and pessimistic people reduced rather 
than cut out their discretionary purchases. 


3. Use of Credit 


Confidence and optimism raised the rate 
of purchases on the installment plan, and oc- 
casionally (e.g., in 1955) the increase in these 
purchases was very rapid indeed. Yet most 
people calculated carefully the monthly pay- 
ments they thought they could afford to make. 
The monthly mortgage payments and install- 
ment payments, representing the first charges 
on income, served as an effective budgetry 
device which restrained impulse buying. 

4. Rising Levels of Aspiration 

Achievement does not fully satisfy people. 
A person who finally achieved his cherished 

1For a more extensive discussion, see George 
Katona, The Powerful Consumer (McGraw-Hill, New 
York, 1960), and also The Consumer and the New 


Business Cycle, a report issued by the Foundation 
for Research on Human Behavior in 1960. 
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goal and became an executive in his firm with 
a salary which just a few months ago seemed 
to him ideal, is not saturated with success; he 
will soon raise his sights and strive for further 
advancement. Similarly, after having bought 
a house, a car, a washing machine, or clothes 
dryer, our desires are not satiated; other, 
previously suppressed needs and desires arise. 
This dynamics of need satisfaction is a major 
feature of prosperous times. Does it necessar- 
ily lead to excesses? 

While it is true that we raise our sights fol- 
lowing accomplishment, and lower them fol- 
lowing failure or frustration, it appears that 
we raise our Sights only slightly above the ac- 
tual accomplishment level. We want a little 
more income, a few additional goods, and a 
somewhat better house than we have. Even 
our desires and fancies are reality bound and 
reality tested. 


5. Satiation with News 


For more people, only what is new is news. 
In the winter of 1954-55, for instance, rising 
production and sales were news; but when 
over the next two years production, sale, or 
profit figures continued to show increases, this 
news tended to become less and less salient. 
People get accustomed to a certain type of 
news, do not notice it, and do not react to it. 
Furthermore, after a few years of continuous 
good news people are apt to notice slight 
divergent tendencies and watch out for them. 
Similarly in the recession. When the tempo of 
decline no longer accelerates and unemploy- 
ment stops growing, many people get accus- 
ton. to the bad news and are sensitized to 
good news. 

Most businessmen are constantly in touch 
with other businessmen and are influenced by 
the opinions and attitudes of other members 
of the group to which they belong. Therefore, 
very many businessmen may become overex- 
uberant or overcautious at the same time. 
The unorganized consumers, on the other 
hand, are influenced to a much lesser extent 
by the opinions and behavior of other con- 
sumers. At certain times, they may become the 
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victims of rumors and propaganda, but most 
of the time they do not lose their sanity. Dur- 
ing the last decade, in good times many con- 
sumers thought that “trees don’t grow to 
heaven,” and in bad times derived satisfac- 
tion from the fact that their income was well 
maintai..ed (as has been the case for the great 
majority of American families during each 
of the postwar recessions ). 


The Current Situation 


The features of consumer thinking briefly 
summarized during the past few minutes help 
us understand the trend of consumer expendi- 
tures in 1949, in 1954, in 1957-58, and again 
in 1960-61. We shall refer to most recent de- 
velopments only. Consumers’ attitudes and 
expectations deteriorated substantially by the 
summer of 1960. At that time, relatively few 
people reported hearing good business news, 
uncertainty as to whether the fast pace of the 
economy could be maintained increased great- 
ly, and dissatisfaction with prices was sub- 
stantial. But pessimism did not grow much in 
the fall and winter of 1960, even though con- 
sumers were well aware of the growing unem- 
ployment. For most people the big news was 
not the recession, but the election of Kennedy 
to the presidency (and also the worsening of 
the international situation, symbolized by 
Khrushchev’s taking off his shoe in the United 
Nations! ). Many people believed that the 
new President would act to overcome the re- 
cession, and long-range expectations, in con- 
trast to expectations about the next few 
months, remained fairly optimistic. Inflation- 
ary fears weakened and satisfaction with com- 
pact cars—in sharp contrast to dissatisfaction 
with the automobile models offered in the fall 
of 1957—likewise strengthened potential con- 
sumer demand. Thus it was possible to predict 
on the basis of the Survey Research Center’s 
findings on consumer attitudes obtained in the 
fall of 1960 that this recession would again be 
fairly short and mild. 

Yet there is another side to the picture. The 
prevailing patterns of consumer thinking and 
consumer behavior contribute to making re- 
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cessions short and mild, as well as to bringing 
about short and mild growth periods. That 
consumer attitudes did not continue to de- 
teriorate in the winter of 1960-61 gives cause 
for some satisfaction. On the other hand, con- 
sumer attitudes did not improve either, and 
the consumer still remains hesitant. A vigorous 
and enduring upturn is not assured. The con- 
sumer is receptive to favorable stimuli, but 
such stimuli are greatly needed. 


Consumer Investment and Business 
Investment 


It appears that the analysis of the current 
economic conditions by the experts of the 
Federal government has resulted in a similar 
conclusion, namely, that action is needed to 
stimulate the economy. Yet, as I reported at 
the beginning of my paper, the government 
proposes to stimulate the economy through 
promoting business investment alone. Today, 
however, business investment and consumer 
investment are equally important forces which 
either stimulate or retard the economy. Action 
on one front alone is one-sided; action on both 
fronts promises success to a much greater de- 
gree. To explain this point it is not necessary 
to discuss the frequently mentioned argument 
that acceleration of business investment may 
result in too rapid automation and therefore, 
temporarily at least, in increased unemploy- 
ment. We may rest our case on quoting a few 
well-known figures. The annual expenditures 
business makes on producers’ durable equip- 
ment are much smaller than the expenditures 
consumers make on the purchase of durable 
goods and newly built houses. 

Expenditures in billion 
dollars on 1958 1960 


Nonfarm producers’ 
plant and equipment 33.7 413 


Consumer durable goods 373 434 43.6 


Nonfarm residential 
construction 18.0 22.3 21.1 


NOTE: These data, compiled and published by the 
U. S. Department of Commerce, are not exactly what 
we would need. Expenditures on consumer durable 
goods are, for our purposes, somewhat overstated be- 
cause they include expenditures on many small, not 
discretionary purchases (e.g., tires). The extent of 
residential construction is likewise overstated because 


it includes apartment houses; it is understated insofar 
as it does not include expenditures for additions to 
and modernization or repair of homes, which are 
estimated at close to 10 billion dollars a year. 


Over 60 per cent of American families live 
now in homes they own, and the current mar- 
ket value of owner-occupied, one-family 
houses is estimated at 400 billion dollars. The 
value of automobiles and other durable goods 
owned by consumers may be set at close to 
200 billion dollars after depreciation. In con- 
trast, business investment in plant and ma- 
chinery has been valued at approximately 
300 billion dollars. The net stock of consumer 
durables declined from 1929 to 1945 due to 
the depression and the unavailability of goods 
during World War II. From 1946 to 1955 the 
net stocks per-household more than doubled 
(in constant dollars). This increase accounted 
for much of the prosperity during those years. 
During the last five years, however, the rate 
of increase in consumer possessions slowed 
down.’ Consumer investment fluctuated even 
more sharply than business capital expendi- 
tures and changes in the latter often lagged 
behind shifts in the former. 

The geographical areas in which industry 
producing consumer durable goods is located 
are not the same as those in which producers’ 
equipment is manufactured. There are good 
reasons to locate the targets for stimulating 
economic growth in as many regions of the 
country as possible. Then incentives for busi- 
ness and consumer investment will comple- 
ment each other. 

Speedy reactions on the part of those to 
whom incentives are granted are likewise of 
some importance. Our knowledge in this re- 
spect is rather limited. Yet it appears that the 
planning period of consumers who buy durable 
goods is shorter than the planning period of 
business firms which build new plants or pur- 
chase new equipment. Thus, again, it is im- 
probable that the spark would spread faster 

? For data on the value of consumer investments, 
see the book, 1960 Survey of Consumer Finances, 
published by the Survey Research Center of The Uni- 
versity of Michigan in 1961, and the article “Consum- 
er Durables” by William F. Butler in Consumer Be- 


havior in 1961, a report issued by the Foundation for 
Research on Human Behavior in 1961. 
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from business investment than from consumer 
investment. 

In order to stimulate business expenditures 
on new plants and equipment, the President 
recommends a tax credit amounting to 6 to 
15 per cent of some of these expenditures. We 
shall not discuss the question whether consum- 
er investment expenditures should be stimu- 
lated in an analogous manner or in a different 
manner. Tax credits could be given to buyers 
of houses, automobiles and large appliances, 
as well as to families undertaking additions 
to and repairs of their homes. Alternatively, 
some stimulation could be achieved through 
reducing automobile excise taxes. The first 
task is to gain acceptance of the general prin- 
ciple that investment tax incentives must en- 
compass both business and consumer invest- 
ment. Form and extent of the tax incentive 
are problems for later deliberation. At this 
juncture, however, it is important to discuss 
a major argument raised against tax incen- 
tives. 

Would Tax Incentives Merely Advance 
Purchases? 

Some skeptics argue that all that may be 
achieved through granting tax incentives to 
buyers of durable goods is that some purchases 
which would have been made next year, or 
two years hence, are made this year. In other 
words, we would borrow from the future and 
would only postpone the day of reckoning. 
Naturally, this argument, if correct, applies 
equally to the stimulation of business invest- 
ment. But the argument is correct only if we 
assume that technological progress is non- 
existent and the automobiles, or machine tools, 
offered for sale in 1962 or 1963 will not be 
_ more desirable than the 1961 models. 

Extensive studies have shown that people 
who replace their car or refrigerator do not 
do so primarily because their article is worn 
out or does not perform satisfactorily. Most 
commonly we trade in what we own when we 
consider it still in satisfactory condition, but 
are attracted by something new. This attrac- 
tion emanating from a new product may be 
impaired or reinforced by price considera- 
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tions; if the tax incentive plan is adopted, 
additional price attraction is created. As a 
consequence of a success of the plan, the pro- 
portion of newer products in the possession 
of American households and business firms 
would increase and the proportion of older 
products decline. The age distribution of stock 
is, however, not the crucial factor determining 
demand. The change in the composition of 
stock would dampen future demand signifi- 
cantly only if in future years buyers are not 
attracted by the products offered.* 


Investment in Human Capital 


Our discussion is still incomplete. We have 
spoken of two types of investment while, in 
fact, there are three. In addition to business 
investment in plants and machinery and con- 
sumer investment in housing and durable 
goods, there is investment in human capital. 
The sum total of skills and education of the 
American people, as well as their health, repre- 
sent economic assets—even though their signi- 
ficance goes far beyond economics. If the gov- 
ernment undertakes steps which increase or 
stimulate investment in human capital, it 
contributes to the growth of the economy. 
Therefore, not only the construction of school 
buildings, but also grants to students for col- 
lege education represent measures which in 
many respects serve the same purposes as the 
proposed tax incentive for business invest- 
ment. The same is true of government action 
which serves to improve the health standards 
prevailing in the country. A similar argument 
may be applied to the elimination of slums 
and even to the building of highways and 
parks, because the availability and use of bet- 
ter recreational facilities adds to the well- 
being of people and therefore to human 
capital. 

As is well known, the Kennedy administra- 
tion has proposed measures which are in- 


3 Of course, if and when a tax incentive is abolished, 
a sharp adverse effect might arise. Tax incentives once 
granted can be abolished only in a period of prosper- 
ity or pronounced inflation. Then the cancellation 
may serve as a deflationary instrument. In this re- 
spect, again, there is no difference between business 
and consumer investment. 


tended to promote education and health. The 
discussion of these measures does not belong 
in this paper. Yet investment in human capital 
has been mentioned here not only to round out 
the picture, but also to discuss a frequently 
voiced argument which deplores the influence 
of consumers in our society. I refer to Gal- 
braith’s thesis about private opulence and 
public poverty. The “affluent society” has be- 
come in the hands of a popular writer an 
“overabundant society,” and consumer goods 
that represent the high American standard of 
living and provide middle-class comforts have 
been equated with gadgetry and waste. We 
all agree that we want more schools, more 
hospitals, and fewer slums. Yet we disagree 
about how to achieve our goal. One recipe is: 
change the allocation of resources; cut down 
on consumer investment expenditures in or- 
der to increase public investments. In con- 
trast, this author believes that wanting and 
striving for improved private living standards 
is the basis of our prosperity. Only if the 
so-called private opulence increases further 
can we hope to overcome public poverty. The 
question is not one or the other, it is both or 
none. 

Ours is a middle-class society, aiming at 
middle-class comforts. The few very rich 
play a much smaller role in today’s economy 
than 30 or 50 years ago. The poor—still far 
too numerous and in urgent need of innumer- 
able goods—do not generate sufficient demand 
to keep the economy on an even keel. It is the 
people in the middle and upper-middle classes, 
much more numerous today than ten or fifteen 
years ago, whose standard of living has risen 
greatly and who brought about the prosperous 
postwar years. Having more than before, 
these people desire still more and better goods 
and services, and strive for them. Should we 
deplore this? Or should we recognize that in 
people’s wanting more and better things lies 
one of the most powerful incentives to work 
hard and to stimulate production, efficiency, 
and economic growth? Economists teach that 
consumption is a function of income. Today, 
to a large extent, income is a function of ex- 


penditures; because we need more and better 
things, we strive to earn more. 


New Goods, New Wants 


It has been said that wealth blunts economic 
incentives. Recent studies of the Survey Re- 
search Center indicate, however, that in the 
last decade of growing affluence, our wants 
and desires for new goods and services have 
not become less insistent. Survey studies of 
the American people’s felt needs show that a 
variety of things are desired today which 
were hardly known ten years ago. Owners of 
fairly new houses want a larger house, or a 
house in a better neighborhood, a second car, 
diverse new appliances, a summer house, a 
boat—and yes, also hi-fi music and books. 
(Increased private opulence made the shares 
of book publishers a favorite investment at 
the New York Stock Exchange!) The more 
we have, the more we are willing to spend on 
books, lectures, and concerts, and for schools 
and hospitals. The reason for our not having 
enough schools, hospitals and parks is not 
that we have too many consumer goods, but 
that the rate of growth of our economy has 
been too slow (and that we have had to spend 
heavily for national defense). 

It follows, then, that our economy must 
grow at a faster pace than it has. during the 
last few years. Action is needed not only. to 
stimulate business investment, but also to 
stimulate consumer investment and invest- 
ment in human capital. In his message of 
April 20, President Kennedy argued that tax 
benefits for business investment and better 
tax collections (withholding taxes on divi- 
dends and interest, and reduced business ex- 
pense accounts) represent a set of proposals 
which should be considered as a unit. Is it 
not correct to argue that stimulation of busi- 
ness investment, of consumer investment, and 
of investment of human capital should be 
considered as a unit? If tax benefits are 
needed to stimulate growth and employment, 
they should be divided among the three types 
of investment, all of which are essential for 
our economy and society. 
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e A report on a comprehensive survey. 


College Courses 


Executives Say They Use 


N the welter of differing opinions as to 
what training future executives should 
have, as schools of business re-examine their 
curricula and business concerns appraise their 
training programs and recruiting policies, 
there are contradictory implications as to 
what education executives use. This led 
the writer to undertake to go behind the 
statements of recommended courses and to 
try to find out what skills and knowledge 
that might be acquired in college courses are 
actually being used by business executives 
now. It was felt that more objective and valid 
statements might be obtained if executives 
were asked what skills they recalled using 
during the past year, rather than what skills 
they would recommend that prospective exe- 
cutives be taught. 
To this end, 240 executives, grouped into 
22 different classes of positions and scattered 
across the country, were selected. They were 
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asked to fill out the questionnaire below. 
One hundred and thirty-three executives, over 
55 per cent, returned the forms, many signing 
their names although this was not requested. 
Accompanying letters in some cases and com- 
plete coverage of the questionnaire gave 
evidence of interest in the problem and a 
serious desire to cooperate. The total number 
of executives indicating each response has 
been filled in on the blanks of the form shown 
on pages 24 and 25. 
Activities of the Respondents 
Since the sample is relatively small, and 
since no attempt was made to select it in such 
manner as to be precisely representative of 
the proportions in which different types of 
executive positions or of business concerns 
exist, no great significance should be attached 
to minor differences in usage shown. On the - 
other hand, wide differences may be regarded 
as significantly indicative of general practice 
in industry today. 
Those responding to the questionnaire fall 
into the following groups: 
Presidents—23 
Plant managers, production managers, or 
superintendents—20 
Personnel managers—17 
Controllers and treasurers—16 
Sales and merchandising managers—13 
Engineers and heads of production con- 
trol or methods—12 
Others—32 


=a 


In the past two years have you actually dependently because you did not take the 
used in your business activities facts or speci- courses? Please check any appropriate boxes 
fic skills or methods you acquired in the fol- on the right side even if your answer is “no” 
lowing courses, or that you had to learn in- in the left column. 

Did you have a college course in: In my business: aitiaice 
I use once _I use once 
I do not a year a month I use tio, 
Yes No recall using maybe maybe often _ last column 
Mathematics 

72 35 College Algebra 46 16 34 23 3 

37. 60 Calculus 84 15 3 3 1 ; 

25 67 Differential Equations 86 10 3 3 Al 

16 72 Vector Analysis 82 9 2 0 0 

49 50 Statistical Methods 30 14 27 40 8 

12. 78 Correlation Analysis 54 11 16 14 1.1 

Business Administration 

67 37 Accounting Principles 8 7 28 76 1.1 

45 52 Cost Accounting 19 13 25 56 1.2 

28 65 Advanced Accounting 41 9 9 35 1.3 

42 54 Organization—Structure, 

Operation 8 16 19 64 1.5 

19 74 Purchasing 19 9 22 62 3.3 

14 77 Safety Management 21 17 25 49 3.5 

29 64 Administrative Theory 14 12 16 61 2.1 

15 70 Survey of All Major 

Business Functions 27 20 14 37 2.5 
) 29 65 Work Simplification & Methods 7 11 34 65 2.2 
17. 72 Production 22 8 24 50 2.9 

23 67 Production Control 27 10 16 51 2.2 

34 62 Personnel Management 4 3 19 95 2.8 

30 67 Human Relations in Business 3 4 7 102 3.4 

15 68 Business Policy—Case Analysis 19 14 23 42 3.0 

20 69 Public Relations 11 10 22 63 3.1 

39 53 Marketing Principles 32 19 22 29 | 

20 66 #£=Marketing Research 43 18 15 18 9 

19 67 Retail Merchandising 51 9 8 27 1.4 

12. 75 Transportation 39 19 19 20 1.7 

Engineering 

39 60 Drawing & Blue Print Reading 25 7 33 40 1.0 

15 79 Metallurgy 59 11 12 12 8 

16 75 Dynamics 71 12 5 2 1 

20 71 Statics 66 13 9 6 3 
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Did you have a college course in: In my business: Dinpieidl 
I use once use once 
I do not a year a month I use Ratio, 
Yes No recall using maybe maybe often last column 
17. 71 Thermodynamics 73 10 3 1 Al 
21 70 Electric Circuits 52 14 16 12 6 
16 76 Manufacturing Processes 38 5 23 36 2.2 
12. 78 Machine Design 51 12 18 15 1.3 
Chemistry & Physics 
53 45 General Chemistry 57 20 13 17 3 
; 8 80  Bio-Chemistry 80 3 4 5 6 
52 47 General Physics 55 20 17 14 a 
16 70 Advanced Physics 74 12 2 5 3 
Social Sciences 
46 45 General Sociology 47 19 15 15 3 
9 77 _ Anthropology 84 5 0 0 0 
57. 43 General Psychology 16 8 17... - 6 1.1 
16 69 Abnormal Psychology 55 20 10 5 3 
15 71 Tests and Measurements 32 20 20 24 1.6 
57 38 American History 55 32 7 9 1 
43 49 World History 58 24 7 9 2 
44 42 Economic History 42 22 20 13 a 
64 37 Economic Theory 22 19 34 29 5 
49 45 Money and Banking 24 16 21 40 8 
25 66 Labor Economics 27 15 27 36 1.4 
18 71 Principles of Taxation 27 22 24 29 1.6 
10 76 Foreign Trade 53 18 20 5 ss 
19 68 Advanced Economic Theory 56 18 8 11 6 
30 57 Geography 51 18 20 9 3 
28 60 Problems of Philosophy 60 9 11 15 i) 
30 55 Logic 29 8 13 48 1.6 
38 51  Government—State & Local 26 25 33 17 4 
44 48 Government—National 29 29 26 17 4 
Language, Literature, Speech 
82 22 English Composition (Writing) 11 2 10 99 1.2 
49 48 Business Letter Writing 4 0 5 109 2.2 
52. 38 American Literature 54 21 9 12 2 
15 68 Foreign Literature 71 12 6 2 Jl 
51 41 Foreign Language 68 16 13 5 Al 
60 38 Public Speaking 8 14 35 68 1.1 
Note: The figures are all absolute numbers, many indicated use of materials found in 
not percentages. Also, some respondents did courses they had not taken formally. 
not answer relative to quite all courses, and 
25 
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Eighty-three of the executives are in manu- 
facturing concerns, twenty-eight in merchan- 
dising, seven in financial institutions, and five 
from other types of business. In terms of size 
the companies represented fall into the fol- 
lowing categories: 

0-100 employees—25 firms 
101-500 employees—59 firms 
501-5 ,000 employees—28 firms 
5,001—50,000 employees—17 firms 
50,000—up employees—4 firms 


Possibly the most efficient way to analyze 
the results shown on the questionnaire is sim- 
ply to look at the course title, then look at the 
left column to see how many executives had 
the course, and then look at the two right hand 
columns to see how many executives use that 
particular knowledge or skill once a month or 
very frequently. Outside the questionnaire 
a column has been added showing the ratio of 
the number of executives reporting frequent 
use of a course to the number who took the 
course. 


Some Striking Findings 


A few of the more striking findings are 
these. Business Letter Writing, Human Rela- 
tions, and Personnel Management were the 
most extensively used. In the next bracket 
were English Composition, Principles of Ac- 
counting, Organization and Administrative 
Theory, Work Simplification, Public Speak- 
ing, Public Relations, and General Psychol- 
ogy. Others used very frequently by more 
than a third included Purchasing, Production, 
Production Control, Safety Management, and 
Cost Accounting. 

In view of the increasing development of 
mathematical techniques applicable to busi- 
ness problems, it is interesting to note that of 
the four mathematics courses listed, three 
were among the seven least used of all the 62 
courses. College Algebra, taken by over half 
the executives, was used at least once a 
month by 42 per cent. Calculus, however, had 
been studied by 37 men, and yet only six re- 
called using it as often as once a month. Only 


four men use either calculus or differential 
equations frequently. One president of a 300- 
employee manufacturing concern and a vice 
president-plant manager of a 700-employee 
concern use both frequently. One of the four 
industrial engineers uses calculus frequently, 
and one superintendent employs differential 
equations often. None of the four product 
engineers or of the four production control 
and methods department heads reported fre- 
quent use of either course. 

Statistical Methods, on the other hand, had 
been taken as a course by 49 men, and 40 felt 
they used it frequently, with another 27 em- 
ploying it perhaps once a month. This and 
the heavy use of accounting indicate the im- 
portance of quantitative analysis. Apparently 
the executives who studied the more sophisti- 
cated mathematics do not find it helpful in the 
kind of quantitative analyses they undertake. 
This could be due to one or more of several 
reasons. Perhaps they have never learned the 
techniques of special application to business 
through which they could bring the powers 
of calculus to bear. Or it may be that compu- 
tations of the type to require calculus or 
other more than elementary mathematical 
tools are assigned to a very few highly spe- 
cialized staff people with the bulk of execu- 
tives not directly using the techniques. Final- 
ly, there is the possibility that the more so- 
phisticated mathematical analysis, while ex- 
tremely helpful and important on some occa- 
sions for some companies, may be appropriate 
only relatively infrequently. 


The Behavioral Sciences 


The behavioral sciences have been receiv- 
ing in recent years much more recognition for 
their contributions to knowledge of the busi- 
ness world. In addition to “Tests and Meas- 
urements,” which might be taught in various 
ways in several departments, four clearly be- 
havioral science courses were included in the 
study: Anthropology, General Sociology, and 
General and Abnormal Psychology. Notable 
in the results was the contrast in use between 
general psychology and general sociology. 
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General Psychology was reported in frequent 
use by 63 executives, while General Sociology 
was used frequently by only 15. Since 46 exe- 
cutives had studied Sociology against a fairly 
comparable number, 57, who had taken Psy- 
chology, the difference in use cannot be as- 
cribed to that factor. It is perhaps not surpris- 
ing that Anthropology should have been re- 
ported low in use because of its possible em- 
phasis on primitive man and cultural factors 
somewhat removed from business, but it 
would probably not have been anticipated 
that it would be the only course no one 
thought he used as much as once a month. 
Abnormal Psychology was reported in fre- 
quent use by only five people. Since only 16 
had taken this course, however, its low posi- 
tion might be attributed in part to that. It is 
possible that Sociology has often been taught 


in such a way as to fail to point up its useful- 


ness to business executives. Or, perhaps the 
executives feel that purely psychological fac- 
tors are of more importance to them in dealing 
with people and that they have obtained in- 
directly, through other courses in more useful 
form, the results of applicable sociological 
studies. 


Frequency of Use of Courses 


The following table shows the courses ar- 
rayed from those in frequent use by the lar- 
gest number of reporting executives to those 


used frequently by none at all. 

Number of Executives 
Course Using It Very Often 
Business Letter Writing . 109 
Human Relations in Business 102 
English Composition (Writing) — 99 
Personnel Management ~ 95 
Accounting Principles — 76 
Public Speaking —— 68 
Work Simplification & Methods * 65 
Organization—Structure, Operation 64 
Public Relations 63 
General Psychology — 63 
Purchasing 62 
Administrative Theory — 61 
Cost Accounting — 56 
Production Control —~ 51 
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Production -—— 
Safety Management ~ 
Logic 


Business Policy—Case Analysis 


Statistical Methods — 


Drawing & Blue Print Reading — 


Money and Banking ~~ 


Survey of All Major Business Functions 


Manufacturing Processes 
Labor Economics 
Advanced Accounting 
Economic Theory 
Principles of Taxation 
Marketing Principles 
Retail Merchandising 
Tests and Measurements 
College Algebra 
Transportation 
Marketing Research 
General Chemistry 
Government—National 
Government—State & Local 
General Sociology 
Problems of Philosophy 
Machine Design 
General Physics 
Correlation Analysis 
Economic History 
American Literature 
Metallurgy 

Electric Circuits 
Advanced Economic Theory 
American History 
World History 
Geography 

Statics 

Bio-Chemistry 
Advanced Physics 
Foreign Language 
Foreign Trade 
Abnormal Psychology 
Calculus 

Differential Equations 
Dynamics 

Foreign Literature 
Thermodynamics 

Vector Analysis 
Anthropology 


SOF YOO 


50 
| 48 
| 42 
40 
| 40 
40 
| 
36 
36 
| 35 
29 
| 29 
29 
27 
24 
23 
20 
| 18 
17 
17 
17 
15 
15 
15 
14 
14 
12 
12 
12 


Considering the executives in groups classi- 
fied according to the type of position held, we 
find the top four or five courses strong in most 
groups, with a few marked exceptions. 

The four courses most frequently used by 
the 23 presidents and 17 personnel managers 
were the same as in the total summary: Busi- 
ness Letter Writing, Human Relations, Eng- 
lish Composition, and Personnel Management. 
The presidents followed those with Organiza- 
tion, Administrative Theory, Cost Accounting, 


Psychology, Money and Banking, and Public — 


Speaking. 

The personnel managers’ most-used courses 
after the top four were Work Simplification, 
Accounting Principles, Administrative Theory, 
Public Relations, and Public Speaking, with 
General Psychology and Safety at the next 
level. 

Among the 20 plant and production mana- 
gers and superintendents the top four courses 
again rate high, except that they are joined 
at more than 70 per cent frequent use by Pro- 
duction and Production Control. The Human 
Relations course, in fact, slips to about 70 per 
cent with Organization, Purchasing, and Blue 
Print Reading. Safety and Accounting Prin- 
ciples follow closely. 


Finance and Engineering Groups 

The 16 controllers and treasurers presented 
a different pattern, apparently reflecting their 
more specialized work. The three accounting 
courses along with Business Letter Writing 
were at the top, followed by Organization, all 
over 70 per cent. Next at the 50 per cent mark 
or over for frequent use are the remaining 
three from the over-all top four plus Public 
Relations, Administrative Theory, Money 
and Banking, and Taxation. 

The engineering group, not made up en- 
tirely of engineers but including four product 
and three industrial engineers together with 
four heads of production control or methods 
departments, may surprise some by showing 
the Human Relations course at the top, with 
11 out of the 12 using it frequently. Tied at 
eighth, or about 65 per cent use, were Pro- 
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duction, Production Control, Personnel Man- 
agement, Manufacturing Processes, and Work 
Simplification. This was the only group that 
did not accord the writing skills a prominent 
place. 


Marketing Executives 


The writer had expected to group the sales 
managers and merchandise managers togeth- 
er, but found the differences so significant as 
to require their separation. 

Seven sales managers of manufacturing 
concerns gave as their top courses with over 
two-thirds frequent use: Marketing Princi- 
ples, the two writing courses, and Public 
Speaking. These were followed at 50 per cent 
by Accounting, Human Relations, and Gen- 
eral Psychology. 

The seven merchandise managers from 
merchandising concerns proved the most uni- 
form of all the groups. All seven frequently 
use Human Relations, Personnel Manage- 
ment, and Retail Merchandising. Six use the 
following frequently: Business Policy—Case 
Analysis, Public Relations, Marketing Prin- 
ciples, Administrative Theory and Purchasing. 
Market Research and Business Letter Writing 
were reported by five. 

Safety Directors 

The sixteen safety directors constituted a 
slightly larger percentage of the total than 
had originally been intended because practi- 
cally one hundred per cent of those queried 
responded. This should not be taken to sug- 
gest that they are a particularly fertile field 
for questionnaires. Rather, they were mostly 
friends and acquaintances of the writer. The 
only significant effect of this group’s reports 
on the total was in General Chemistry and 
General Physics with a smaller effect on the 
Safety course. Half of the users of Chemistry 
and nearly half the users of Physics were in 
this group, although fewer than half of the 
safety specialists used those courses. They 
added Safety Management to the two writing 


- courses and Public Speaking at the top of their 


list. Since 34 other executives listed Safety 
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Management as a frequently used course, the 
safety directors themselves constituted only 
a minor part of the total using it. Other cour- 
ses used by about half of the safety men were 
Personnel Management, Psychology, and 
Drawing and Blue Print Reading. 

The remaining ungrouped 16 executives 
conformed largely to the general over-all pat- 
tern. 


Some Qualifications on the Findings 


Considering the survey as a whole it is very 
possible that some courses received a rating 
that was a bit higher or lower than they 
should have had for the reason that some of 
the executives had forgotten or never knew 
the precise nature of certain courses. For in- 

| stance, some reporting frequent use of General 
Psychology may possibly have ascribed to 
that course more applied psychology than the 
course usually contains. On the other hand, 
some may be using skills taught in courses 
they did not check, because they were un- 
aware of the connection between some of their 
activities and those courses. 

Some may have had only a very foggy no- 
tion of the meaning of a few of the course 
titles. In such instances, however, it is un- 
likely that the executive actually made any 
extensive use of specific materials from the 
course, and he probably reported no use. 
Logic was probably an unfortunate title to 
have included since most people would feel 
that they thought logically much of the time 
at least. The real question would be whether 
a specific course in the subject made a signi- 
ficant contribution. For this reason the writer 
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is inclined to give no consideration to the 
usage data on that one course. 

This survey made no attempt to find out 
what skills or knowledge should be used, or 
why something was or was not used. It sought 
a limited factual base of simply what is be- 
ing used. Perhaps more than anything else 
this survey shows how executives spend their 
business time and relates these activities to 
specific courses. 


The Chief Values of This Kind of 
Survey 


The chief values of this kind of survey 
would seem to be two. First, it should lead 
people to seek facts of usage, rather than to 
rely on generalizations drawn from very few 
isolated instances. Second, it should force 
those prescribing specific kinds of training to 
clarify the purposes of each. On the basis of 
this study it would appear that foreign lan- 
guages, Differential Equations, and American 
History, for example, could hardly be justified 
on grounds of their direct use in business, 
whereas several other courses could be. On 
the other hand, history may be of considera- 
ble cultural value and may contribute to so- 
cial attitudes that society may wish its busi- 
ness executives to have, and it may indirectly 
contribute to the executives’ success. Perhaps 
certain courses are peculiarly adapted to de- 
veloping ability to conceptualize or to reason. 
It would seem important to have a definite 
and valid purpose in mind when requiring a 
specific course either in a university curricu- 
lum or in a company training program. 


| 
| 
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© Can an investor succeed in the 
stock market without careful study? 


The Ten-Year Rise in Stock Prices: 
Investment Consequences 


URING the decade of the fifties, teaching 

courses in the field of investment analysis 
and management was a somewhat frustrating 
experience, because during this period it was 
very difficult to demonstrate that a penetra- 
ting educational process would improve signifi- 
cantly the probability of obtaining adequate 
results on a common stock portfolio. Until 
the onset of this decade, it was relatively easy 
to show that satisfactory long-term returns on 
a portfolio of common stocks generally re- 
quired careful selection procedures. A thor- 
ough investigation of the investment quality 
of industries and companies and a critical 
appraisal of security values relative to prices 
were considered essential to achieve adequate 
returns and avoid serious. losses. 

The record of stock prices for the twenty- 
five years prior to 1950 offered ample jus- 
tification for this conclusion. Consider the 
performance of the Standard and Poor’s Com- 
posite Index between 1926 and 1949 shown 
in Table 1. The data compiled on this stock 
index show that the late twenties were 
marked by an upward surge in stock prices 
well beyond the growth in earnings and divi- 


*This index is composed of 500 listed stocks and 
covers a very broad sample of the stock market. It is 
considered, therefore, more representative of the gen- 
eral market than the better known Dow-Jones 


average. 
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dends so that price-earnings ratios, although 
based on boom earnings, advanced to unprec- 
edented heights and dividend yields fell well 
below bond yields. At the end of 1928, this 
index of stock prices was selling at almost 
eighteen ‘times earnings and offered a yield 
of only 3.45 per cent at a time when high- 
TABLE 1 
STANDARD AND Poor’s COMPOSITE INDEX: 1926-49 
(Earnings and Dividends Adjusted to Index) 
Divi- Price- 

Year-end Earnings dends Earn. Yield 

Year /Price* pershare pershare Ratio % 


1926 $13.49 $1.24 §$ 69 10.9 5.04 
1927 17.66 ae 15.8 4.24 
1928 24.35 1.38 84 17.6 3.45 
1929 21.45 1.61 1.02 13.4 4.74 


1930 15.34 97 1.03 15.8 6.72 
1931 8.12 61 84 13.4 10.35 
1932 6.89 41 51 16.6 7.47 
1933 10.10 A4 40 22.7 3.98 
1934 9.50 A6 42 20.9 4.38 
1935 13.43 64 A4 20.4 3.30 
1936 17.18 1.03 71 16.7 4.11 
1937 10.55 1.20 77 8.8 7.34 
1938 13.21 54 46 24.6 3.50 
1939 12.49 82 59 15.3 4.71 
1940 10.58 1.04 65 10.2 6.10 
1941 8.69 1.13 66 7.7 7.62 
1942 9.77 91 10.8 5.70 
1943 11.67 83 56 14.0 4.82 
1944 13.28 84 61 15.8 4.62 
1945 17.36 88 64 19.7 3.66 
1946 15.30 99 68 15.5 4.42 
1947 15.30 1.61 82 9.5 5.34 
1948 15.20 2.29 91 6.6 6.00 


1949 16.76 2.37 1.15 71 6.88 


* 1941-43 = 10. Source: Standard & Poor’s, Se- 
curity Price Index Record, 1959 Supplement to 1957 
Edition, p. 24. 
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grade bonds gave returns of about 5 per cent. 
Even further advances in prices were wit- 
nessed in 1929, but the subsequent declines 
were catastrophic. It seemed clear, therefore, 
that a critical appraisal of prevailing prices 
was required in prudent investment decisions 
in addition to judicious analyses of the rela- 
tive and absolute investment qualities of var- 
ious industries and companies. Students of 
investments were solemnly admonished that 
even if a company was of impeccable invest- 
ment quality, the price of its stock could 
advance to excessively high levels in terms 
of a reasonable view of its future prospects. 


The Thirties and Forties 


In the two decades following 1929, experi- 
ence in the stock market provided at least 
two confirmations of this principle. First, from 
1934 until the end of 1936 stock prices ad- 
vanced at a rapid rate. However, in this in- 
stance earnings and dividends showed a more 
than concurrent increase, but this might have 
been expected considering the economy was 
then recovering from the most serious depres- 
sion on record. The important fact was that 
again prices in relation to earnings levels gen- 
erated under conditions of relative prosperity 
were above historical precedents, and again a 
serious collapse followed. Second, in 1946-47, 
stock prices again declined significantly from 
levels where price-earnings ratios were his- 
torically high and dividend yields low. 

But this latter setback was followed by 
economic developments entirely unlike those 
which followed the market declines of 1929 
and 1937. Instead of falling drastically, busi- 
ness activity and corporate profits showed 
dramatic increases through 1948. Moreover, 
despite a mild recession in 1949, earnings on 
common stocks, as measured by the Standard 
and Poor’s index, reached a record peak in 
that year—about 48 per cent above 1929. 
However, predictions were still widely preva- 
lent that a postwar collapse in business 
activity was imminent, and the stock market 
stubbornly refused to recover even to 1946 
levels, apparently reflecting the belief that 
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such earnings and dividends could not con- 
tinue. In retrospect, the performance of the 
stock market between the end of 1945 and 
1949 seems almost incredible; earnings on 
stocks in general almost trebled and dividends 
almost doubled, yet prices were actually lower 
at the end of the period than at the beginning. 


The Fabulous Fifties 


As the decade of the fifties began, Table 1 
shows that common stocks were selling on 
the average at about seven times the prevail- 
ing level of earnings and at dividend yields in 
excess of 7 per cent despite the fact that 
inflationary pressures had been almost con- 
tinuous throughout the preceding decade. In 
addition, bond yields were only about 3 per 
cent, or less than half the then current divi- 
dend yield on equities. At this juncture, 
therefore, there was strong evidence that stock 
prices were at bargain levels relative to the 
traditional elements of value, but at the same 
time there was no reason to doubt the his- 
torically-proven precept that investors should 
continue to appraise carefully prices in rela- 
tion to these value elements. 

This was the situation, then, in stock prices 
at the beginning of the “fabulous fifties.” 
Developments during this decade in prices, 
earnings, and dividends are shown in Table 2. 

TABLE 2 
STANDARD AND Poor’s CoMPOsITE INDEX: 1950-60 
(Earnings and Dividends Adjusted to Index) 
Divi- _Price- 
Year-end Earnings dends Earn. Yield 
Year Price* pershare pershare Ratio % 


1950 $20.41 $2.83 $1.49 7.2 7.31 


1951 23.77 2.45 1.41 9.7 5.95 
1952 26.57 2.41 1.41 11.0 5.31 
1953 24.81 2.65 1.46 9.4 5.87 


1954 35.98 2.76 1.53 13.0 4.25 
1955 45.48 3.54 1.79 12.6 3.94 
1956 46.67 3.35 1.87 13.9 4.01 
1957 39.99 3.28 1.86 12.2 4.65 
1958 55.21 2.84 1.82 19.5 3.30 
1959 5980 3.16 1.83 18.9 3.C6 
1960 61.50 3.05 1.90 18.9 3.37 


* 1941-43 = 10. Source: Standard & Poor’s, Se- 
curity Price Index Record, 1959 Supplement to 1957 
Edition, p. 24. 


One fact, of course, is immediately clear from 
an inspection of this record. It is that stock 
prices in general approximately trebled from 
the end of 1950 until the end of 1960. More- 
over, except for moderate downturns in 1953 
and 1957 which were quickly reversed, each 
year brought significant price appreciation to 
the holder of common stocks. 

As a consequence, investors who had con- 
sistently diverted a large proportion of their 
resources to common stocks throughout this 
decade could indulge in a round of mutual 
congratulations. It would have been very dif- 
ficult indeed to incur unsatisfactory results 
on almost any common stock portfolio. In a 
sense this fact was reassuring, but it also had 
implications of a less satisfying sort to those 
who believed that a penetrating education in 
analytical principles and the carefu! applica- 
tion of such principles were desirable adjuncts 
of investment decisions in common stocks. It 
was reassuring because it vindicates a major 
postulate of the true investor, namely that it 
is not necessary to “play the market” via 
trading on its short-term price movements in 
order to obtain a handsome return on an 
investment portfolio. 


Is Study Necessary? 

The drawbacks were those associated with 
success too easily achieved in any field. In- 
vestment decisions seemed deceptively easy: 
buy and retain a diversified portfolio of lead- 
ing common stocks. Many investors increas- 
ingly came to the conclusion that there really 
was little point in exerting considerable time 
and effort to a study of the principles and 
techniques of investment analysis and man- 
agement. After all, it was argued, why take 
the trouble when most well known common 
stocks are likely to show favorable results over 
a five- to ten-year pericd? While there have 
been some sobering moments in the economy 
and the stock market in 1960, there still 
seems to be a widespread conviction that a 
golden decade lies ahead. In brief, the ‘“fab- 
ulous fifties’ are to be succeeded by the 
“sizzling sixties.” In this context of optimism 


supported by the highly favorable results of 
the preceding decade, it is not surprising that 
many people believe that a superficial knowl- 
edge of investment principles should suffice. 
Perhaps it is not an exaggeration to say that 
a large proportion of students and practicing 
investors seem to feel that a lecture for an 
hour or two on the “stock market” should be 
quite sufficient to embark on a successful 
career in security investments. 


The Outlook for the Sixties 


However, while it may appear paradoxical, 
it is possible to argue that the very fact that 
investors enjoyed such remarkable apprecia- 
tion in the fifties may make the same results 
more difficult to obtain in the sixties. The 
basis for this argument rests in the changed 
market conditions that have emerged during 
the past decade. It has already been noted 
that stock prices trebled, but the important 
point is that earnings and dividends during 
this period increased only by moderate pro- 
portions. Table 2 shows that in 1950 earnings 
and dividends on the index were $2.83 and 
$1.15, respectively. In 1959, these were $3.16 
and $1.83 which represented increases of 
about 12 per cent and 60 per cent, respec- 
tively. Moreover, since 1955-56 earnings have 
actually suffered a moderate decline and divi- 
dends have remained relatively constant al- 
though stock prices have advanced more than 
35 per cent since the end of that year. 

The almost unprecedented advance in prices, 
accompanied by only a moderate growth in 
the fundamental elements of value, has not 
only had the effect of eliminating entirely the 
condition of relative undervaluation prevail- 
ing in 1950, but for the years 1958-60, in- 
clusive, price-earnings ratios have been above 
those prevailing in the exuberant markets of 
1928-29. In addition, with prices advancing 
and dividends showing only moderate in- 
creases, yields have consistently declined dur- 
ing a period when bond yields advanced, so 
that instead of showing yields of twice bonds 
as in 1950, common stocks at the end of 1960 

(continued on page 39) 
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Recent Trends in 


Permissive Local Taxation 
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OCAL government finances are more im- 
portant than they have ever been before, 
and there are some significant trends which 
indicate they may become even more impor- 
tant in the near future. For example, of the 
$114 billions in taxes collected by all levels 
of government in 1960, the federal govern- 
ment share was $78 billions, the state share 
was $18 billions, and the local government 
share an estimated $18.5 billions. Local tax 
collections have been approximately the same 
as those of the states since the early 1940’s. 
While the federal government collected $78 
billions, it spent less than one-fourth of the 
total for civil purposes. The local and state 
governments, on the other hand, spent the 
bulk of their revenues for civil purposes such 
as education, highways, sanitation, conserva- 
tion, health and welfare. Thus, the local and 
state governments finance most of the func- 
tions which provide the real bases for increas- 
ing the nation’s economic growth and its 
standard of living. 

Moreover, the local government debt 
amounted to approximately $50 billions in 
1960; this was almost three times the size of 
the state debt, and it is increasing at the rate 
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of approximately $4 billions annually. It ap- 
pears, therefore, that local tax revenues are 
not sufficient for current needs; hence, the 
substantial rise in debts. 

Prior to 1945, local governments relied al- 
most exclusively on revenues from property 
taxes. However, because of the substantial 
increase in local government costs, many 
municipalities have adopted several types of 
permissive local taxes or non-property levies 
in order to partially meet their additional 
revenue requirements.’ This trend in state- 
local fiscal relations is of great concern to all 
citizens as beneficiaries of necessary local 
government functions and services, as well as 
to businessmen in their capacities as owners 
and managers of factories, plants, warehouses, 
and other mercantile establishments. 

It is the purpose of this paper to briefly 
analyze the role of permissive local taxation, 
which is one of the most significant trends in 
the development of local revenue systems. 


Development of Permissive 
Local Taxation 


At present, the most common forms of 
these levies are general sales taxes, personal 
income taxes, business gross receipts taxes 
(including licenses), and certain selected com- 
modity taxes. 

Before World War II there were only iso- 


lated instances of nonproperty taxes among 


* Permissive local taxes are non-property levies im- 
posed by municipalities under either broad or specific 
grants from authority from the general assembly. 


the cities.2 New York City and New Orleans 
pioneered the use of sales taxes in 1934 and 
1941, respectively, and Philadelphia’s enact- 
ment of an income-payroll tax was an innova- 
tion in local finance. Gasoline and cigarette 
taxes were virtually unknown among the 
larger cities. 

In the immediate postwar years the locali- 
ties were plagued with fiscal problems created 
by rising expenditures and the evident ten- 
dency of assessed values of property to lag 
behind price changes. Proposals for expanding 
local taxing powers became increasingly fre- 
quent, and in the space of a few years the 
status of nonproperty taxes in municipal 
finance changed from virtual nonexistence to 
an important source of revenue. Following 
1946, income taxes came into greater use in 
Ohio, and in 1947 New York and Pennsyl- 
vania pioneered with legislation making broad 
grants of taxing powers available to local 
governments.* By 1949 more than 100 cities 
in California were using retail sales levies. 
Authorizations of a more limited character 
were enacted by Missouri (St. Louis Income 
Tax); by Kentucky, in the use of licenses 
and income taxes; by New Jersey, in the use 
of certain commodity taxes; by Florida, in 
use of cigarette taxes; and by Maryland, in 
granting Baltimore broad taxing powers. 

By 1956, nine states had provided for a 
major expansion in local taxing powers. These 
included Mississippi, Illinois, California, Lou- 
isiana, and New Mexico with respect to the 
adoption of retail sales taxes by hundreds of 
local units. New York extended certain taxing 
powers to New York City, school districts, 
and to smaller cities; Missouri made perma- 
nent the St. Louis. income tax; and Washing- 
ton and Tennessee increased the use of sales 
and certain commodity levies. 

From 1957 to date, local governments con- 
tinued to take advantage of the right to im- 
pose a wide variety of non-property taxes. 

* Federation of Tax Administrators, Tax Adminis- 
trators News, December 1957. 

* See: Commonwealth of Pennsylvania, Department 


of Internal Affairs, The Legislative and Judicial De- 
velopment of Act 481: 1947-1959 (1960). 
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Alabama, Alaska, Louisiana, and New Mexico 
broadened powers of local governments in the 
sales tax field, and localities in Kentucky, 
Ohio, and Pennsylvania continued to impose 
new income taxes, but similar levies were de- 
feated by voters in Denver, Duluth, Fort 
Worth, and Kansas City. 


Fiscal Importance 

The data in Table 1 indicate the growth of 
permissive or non-property taxes since 1950. 
In 1959, local governments derived over $2 
billions from these levies; this represented 13 
per cent of total tax collections for all local 
units, Permissive local levies have had their 
most extensive development in approximately 
11 states. In Alabama, they constituted 41 
per cent of local tax revenues in 1957; in 
Florida, Louisiana, Nevada, New Mexico, 
New York, Pennsylvania, and Virginia they 
provided from 21 to 25 per cent of local tax 
revenues. 

In 1958-59, California cities derived 
$219,000,000 or 25 per cent of their local 
tax revenues from retail sales taxes and 
licenses.* Local retail sales taxes were levied 
by approximately 1,700 municipalities in 
Illinois in 1958. Wage and income taxes 
are currently levied by approximately 900 
municipalities in Pennsylvania and 54 cities 
and villages in Ohio. In the fiscal year 
1959, municipalities in New York collected 
$497 ,448,846 from non-property taxes; this 
represented approximately 22 per cent of all 
local tax revenues for that year. In the post- 


war era, 1946 through 1957, revenue from 


property taxes for all local governments in- 
creased by 161 per cent. However, in the same 
period revenues from municipal income taxes 
increased by 479 per cent, revenues from sales 
and gross receipts taxes increased by 463 per 
cent, while revenues from other non-property 
levies and licenses increased by 233 per cent.® 


*State of California, State Controller, Annual Re- 
port of Financial Transactions Concerning Cities, 
Fiscal Year 1958-59. 

* Frederick L. Bird, The General Property Tax: 
Findings of the 1957 Census of Governments, Public 
Administration Service, 1960. 
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Replacement of the property tax by non- 
property levies has gone much farther in some 
local jurisdictions than is indicated by any 
statewide evaluation. In certain jurisdictions, 
permissive non-property levies have become 
the principal sources of revenue. For example, 
the income tax has now replaced the property 
tax as the chief source of revenue for Ohio 
cities where the income tax has been adopted.® 
In 1958, income taxes produced $49 millions 


in 33 Ohio cities, while the property tax pro- 
duced only $45 millions. In 1957, nonproperty 
taxes accounted for 71 per cent of all local 
taxes in Columbus and Toledo, Ohio; 57 per 
cent in Louisville, Kentucky, and 53 per cent 
in Philadelphia and New Orleans. Six other 
cities obtained from 47 per cent to 50 per cent 
of their total tax revenues from non-property 
sources in 1957: Birmingham, Chicago, Cin- 
cinnati, Long Beach, San Diego, and Seattle. 


TABLE I 


Locat GovERNMENT REVENUES FROM PROPERTY AND NON-PROPERTY TAXES 
(In millions—selected years) 


1959 1958 


1957 1956 1954 1953 1952 1950 


Non-Property Taxes: 

Individual Income Taxes 230 215 
Sales and Gross Receipts Taxes 1,150 1,079 
Other taxes, including licenses 738 676 
Total Non-Property Taxes 2,118 1,970 
Property Taxes 14,800 13,450 


191 164 143,122 96 85 64 


1,031 889 779° +703 «667 ©6484 


679 657 634 567 523 465 387 


1,901 1,710 1,556 1,392 1,337 1,217 935 
12,365 


11,282 10,323 9,577 9,010 8,282 7,042 


Source: U.S. Bureau of the Census, Summary of Government Finances in 1959. 


Factors Affecting the Growth of 
Permissive Local Taxation 


A. Lack of Flexibility and Improvement in 
the Property Tax 


Property tax revenues have failed to keep 


pace with the rising revenue requirements for 
many localities. This has stimulated the use 
of non-property forms of taxation, and in 
addition has led to the financing of many 
public improvement projects by means of 
special districts or authority devices. The 
property tax lacks flexibility for two reasons: 
(a) in approximately two-thirds of the states 
there are maximum limits on property tax 
rates which are established either by consti- 
tutional or statutory provisions; (b) there is 
a common practice of under-assessing property. 

The most recent estimates of the Census 
Bureau indicate that on a national basis, real 
property was assessed at approximately 30 
per cent of full value, as indicated by measur- 
able sales during a six-month period of 1956. 


*Ohio Department of Taxation, Municipal Income 
Taxes in Ohio, July 1, 1960. 
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The under-assessment practices seriously limit 
the revenue and borrowing capacity of the 
municipalities. For example, in Alabama the 
constitution sets the maximum taxing power 
generally for municipal corporations at 1.25 
per cent of assessed valuation.’ The legal basis 
of assessment is 60 per cent of full value, but 
since the actual average assessment ratio is 
only 18 per cent, the effective maximum tax- 
ing power is only 0.225 per cent of full value. 
A similar condition exists in North Carolina, 
where cities operate under a statutory tax 
rate limit of 1.5 per cent of assessed value, 
legally at 100 per cent of true market value. 
Since the actual average assessment ratio is 
approximately 33 per cent, the effective tax 
rate limit is only 0.5 per cent of full value. 

As a result of these defects in the property 
tax system, it has been estimated that the 
average effective rate of real property taxa- 
tion, although it has probably risen somewhat 
since World War II, is still somewhat lower 
than the prewar level.* Property tax revenue 


* Frederick L. Bird, op. cit., pp. 4Off. 


in 


of state and local governments amounted to 
5.4 per cent of national income in 1940, but 
only 3.7 per cent of national income in 1959. 
Any continued lag in improvements of the 
property tax will serve as a strong stimulus 
to further adoptions of permissive local levies. 


B. Grants-in-Aid 

The lack of adequate revenues from local 
tax bases has been offset in large measure by 
substantial increases in grants-in-aid from the 
states. In 1940 grants were $1.6 billions, or 
23 per cent of total local general revenue. 
By 1959 state grants had increased to $8.2 
billions or 28 per cent of total local general 
revenue. Grants-in-aid are even more signifi- 
cant when compared with total local tax col- 
lections instead of total general revenue. In 
1940 grants-in-aid were 35 per cent of total 
local taxes compared with 50 per cent of total 


.. local taxes in 1959. 


Throughout the period, local governments 
have become more and more dependent upon 
state grants for partial support of their func- 
tions. These aids have been justified, in part, 
on the basis of the inadequacy of local reve- 
nues for essential functions, such as public 
education; to stimulate certain local activi- 
ties; or to equalize the costs of poor districts 
with wealthy ones. In addition, innovations 
and technological developments have occa- 
sionally rendered local governments unable, 
either because of limited tax resources or the 
function had become extra-local in character, 
to furnish services previously performed by 
them strictly on a localized basis. With many 
state general fund budgets becoming severely 
strained, further increases in state grants may 
be tempered by a policy of obtaining more 
local revenues from a combination of non- 
property levies. Of significance in this regard 


* Allen D. Manvel, “Postwar Trends in State and 

Local Finance,” National Tax Association, Proceedings, 
1958. 
See also: Dick Netzer, Financial Needs and Resources 
Over the Next Decade: State and Local Governments, 
Federal Reserve Bank of Chicago, April, 1959, pp. 14ff. 
Federal Reserve Bank of Boston, Trend of New Eng- 
land’s State and Local Finances to 1970, December, 
1959. 


is the fact that the high mark, percentage- 
wise, for state aid to local governments oc- 
curred ‘in 1952, when state aid amounted to 
53.3 per cent of local tax collections; state aid 
declined slightly; but, in 1959 it was still 50 
per cent of local tax revenues. 


C. The Growth of Metropolitan Areas and 
the Increased Demand for Services on a 
Regional Basis® 

The continued growth of population, plus 
developments in various types of industries 
that help accelerate the extension of urban 
growth, indicate that the metropolitan areas 
will expand still further in the future. With 
the expansion of metropolitan areas, there 
will be a demand for certain functions and 
services, which in many cases cannot be pro- 
vided satisfactorily on a strictly local unit 
basis. Public health facilities, libraries, sani- 
tation, transportation, air pollution control, 
and water supply are services in this cate- 
gory. For financing these regional activities 
we cannot rely on the local revenue systems 
we now have, nor on the simple extension of 
tolls and charges to carry the budgets of 
revised governmental structures which are 
clearly making their appearance. A widespread 
expansion of permissive local levies—such as 
income and wage taxes, general sales taxes, 
business gross receipts taxes, selected excises, 
and licenses—will undoubtedly be stimulated 
by the greater demand for more public services 
on an area-wide or regional basis. 

Because of the growth in demand for 
services and functions on a regional basis, 
the jurisdiction of the typical local govern- 
ment unit is proving to be less and less 
related to the area most efficient either for 
administrative or for revenue purposes.’° 
Thus, the expansion in the use of permissive 


local taxes will depend in large measure on 


°See: The California Assembly, Adapting Govern- 
ment to Metropolitan Needs, January, 1957. Univer- 
sity of Pennsylvania, Institute of Local and State 
Government, Metropolitan Analysis, 1957. Federal 
Reserve Bank of Boston, The New England Economy 
in 1970, Annual Report, 1959. 

= aul J. Strayer, Fiscal Policy and Politics, pp. 
262ff. 
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the rapidity with which state legislatures can 
provide appropriate metropolitan-type units 
of government, where some integration of 
state-local tax systems can be achieved, and 
taxes levied on a regional, rather than a 
strictly local basis. 


D. The Level of Federal Taxation 

The hig level of federal taxes has effec- 
tively restricted the amount of revenue which 
local governments could obtain from their 
own sources. This is particularly the case 
with respect to the levy of income taxes and 
selected excises. Municipalities are reluctant 
to impose income and wage taxes in excess of 
one per cent, amusement taxes in excess of 
ten per cent, and local retail sales tax more 
than one per cent because of the heavy 
exploitation of these bases by the federal 
government, and also by the states themselves 
in certain cases. Rigid statutory limits on tax 
rates are ample evidence of the unwillingness 
of taxpayers to accept higher local tax bur- 
dens in addition to those already in force by 
the Congress. The inability of Congress to 
effectively reduce the level of federal spending 
and bring its finances into more manageable 
proportions is thus one of the most significant 
barriers to the expansion of permissive local 
taxes. 

An example of the federal barriers to the 
expansion of local permissive taxes is the 
present federal excise tax on local telephone 
service. School districts, for example, are 
reluctant to impose a local levy on local 
general telephone service in addition to the 
federal levy. The State of New York has 
authorized such a local excise for school dis- 
trict purposes, provided the Congress repeals 
the federal excise or permits a full credit for 
local excises against the federal levy.'? 


“The Joint Federal-State Action Committee in its 
report to the President estimated that the local gov- 
ernments could obtain about $370 million if the fed- 
eral government relinquished its levy of 10% on local 
telephone services. 

Laws of New York, Chapter 418, Article 24 
(April 8, 1960). 
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E. The Integration of State-Local 
Tax Systems 

Experience in a few selected states indicates 
that the integration of state and local tax 
systems may provide a considerable stimulus 
to the adoption of permissive local taxes. This 
is particularly evident in the use of existing 
state tax collection machinery for the collec- 
tion of certain local taxes. In these procedures 
the basic elements of home rule are preserved 
because of the fact that the local unit controls 
both the expenditures from and the levy of 
the local tax. The administrative burden, how- 
ever, is shifted to the state collection agencies 
with their more adequate resources. 

At present local sales taxes are being col- 
lected on a coordinated basis in California, 
Illinois, Mississippi, and New Mexico. Collec- 
tion of the local levies by the California Board 
of Equalization under contracts provided in the 
Bradley-Burns Act has resulted in improved 
revenues for the localities. For example, local 
revenues from sales taxes increased by 34 
per cent in Los Angeles, by 25 per cent in 
Santa Monica, by 46 per cent in the City of 
Bishop, and by 61 per cent in Santa Ana. 

By 1959 the California Board of Equaliza- 
tion was administering under contracts local 
sales taxes for 337 cities and 54 counties, 
collecting for them $206,282,200. For this 
service of tax administration, a charge of 
$3,439,300 was made to reimburse the State; 
this represented an administrative cost of 1.64 
per cent of local tax collections from the sales 
tax.'* This is impressive evidence of the econ- 
omy which results from a coordinated tax 
collection process. 

In Pennsylvania, there are numerous mu- 


See Ronald B. Welch, “Two and a Half Years of 
Progress in Integration,’ National Tax Association, 
Proceedings, 1958. James J. McBride, “State-Admin- 
istered Local Taxes, Shared Taxes, and Grants-in- 
Aid,” National Tax Association, Proceedings, 1957. 
Dixwell L. Pierce, “Lessons from California’s Experi- 
ence,” Tax Institute, Pennsylvania Tax Problems in 
1957, 1957. Commonwealth of Pennsylvania, Bureau 
of Municipal Affairs, Selected Areas of Intergovern- 
mental Cooperation, 1957. 

“California Board of Equalization, Per Capita 
Local Sales Tax Revenues of California Cities and 
Counties in 1959. May 20, 1960. 
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nicipalities which provide for joint collection 
of permissive local taxes under Act 481 by 
means of joint service contracts. This appears 
to be one of the most promising methods of 
assisting local governments in the conduct of 
their affairs and in a reduction of their costs 
of operation. 

A basic element in the integration of state- 
local tax systems is the requirement of uni- 
formity of tax bases. It has been recognized 
repeatedly that uniformity of tax bases and 
methods of tax computation minimize conflicts 
by simplifying the taxpayer’s work in prepar- 
ing returns and by making possible intergov- 
ernmental exchange of tax information which 
results in more efficient and less expensive 
administration at all levels. 

There is some evidence of a trend towards 
uniformity with respect to federal-state in- 
come tax bases. Federally-based personal 
income taxes are now in effect in Alaska, 
Kentucky, Idaho, Iowa, Montana, North 
Dakota, and Vermont. Further, there is a 
continued interest in other states in the mat- 
ter of providing for uniformity of state and 
federal income tax bases.'® 

Although substantial uniformity in state- 
local tax bases and administration has occurred 
in only a few states to date, there is little 
doubt that this trend will develop rapidly, and 
that it will become one of the strongest forces 
leading to an expansion of permissive local or 
non-property levies.'* 


Conclusions and Forecast 


In 1959 the local governments collected 
approximately $17 billions in taxes. Of this 
total, $15 billions, or 87 per cent was derived 
from the property tax, while $2 billions, or 
13 per cent was derived from non-property 
levies. Of the non-property levies, the most 
productive are individual income taxes, retail 


*See: New York County Lawyers Association, 
Committee on Taxation, “Simplification of Income 
Tax Returns for New York State Taxpayers: Report 
to the Senate Committee on Finance and Assembly 
Committee on Ways and Means,” New York Univer- 
sity, Tax Law Review, Vol. 15, No. 3, March 1960. 

*U.S. Commission on Intergovernmental Rela- 
tions, Report, June; 1955. . 


sales taxes, gross receipts taxes, and licenses. 
An examination of local revenue requirements 
leads to the conclusion that within the coming 
decade municipalities will make a more exten- 
sive use of permissive local levies. This should 
provide a more equitable tax structure, a 
greater diversity of revenue sources, and more 
revenue stability, and under anticipated favor- 
able circumstances, a more efficient tax ad- 
ministrative system. A more extensive use of 
permissive or non-property levies depends 
upon several factors, among them the fol- 
lowing: 

a. the amount of state grants-in-aid to local 
governments; and federal aids to a smaller 
extent; 

b. the debt limitations of local governments; 

c. the state limitations on the powers of local 
units to levy additional taxes on property; 

d. the growth of metropolitan areas and the 
increased demand for services on a regional 
basis; 

e. the level of federal and state taxation; 

f. the extent of progress in the integration of 
state-local tax systems; and 

g. the attitude of the Congress and Supreme 
Court with respect to the taxing powers of 
states and local governments. 

In view of their needs and resources, tax 
limitations, and current fiscal framework, it 
is estimated that the financial position of local 
governments by 1970 will approximate the 
following, assuming relatively full employ- 
ment and an annual economic growth rate of 
about 2.5 per cent: 

a. The total local revenue from non-property 
taxes by 1970 should be about 25 per cent 
of the total tax revenue. It is now about 
13 per cent. 

b. The property tax will continue to be a 
major source of revenue, particularly for 
certain levels of local governments such as 
townships. 

c. Specialization in the field of taxation will 
continue and will reach the levels of local 
governments. The federal government spe- 
cialized in the income tax; the states in 
the general sales tax, selected sales taxes, 
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excises, and in income taxes. There is a 
trend that the large cities will obtain more 
and more revenue from non-property levies. 
Further, the smaller the unit of local gov- 
ernment, the more that unit is likely to 
depend on the property tax. 

d. The total local tax revenue in the next ten 
years will continue to increase gradually, 
and by the end of the period it should 
reach the $30 billion mark. The actual tax 
revenues were $16.9 billions in 1959. 


e. The success experienced by the states of 
Alabama, Pennsylvania, New York, Flor- 
ida, California, Mississippi, Illinois, Ohio, 
Louisiana, and New Mexico will stimulate 
other states to expand the use of non-prop- 
erty tax levies. 

f. The non-tax revenue sources will also ex- 
pand. These include revenues from parking 
meters, parking lots, and charges for utili- 
ties owned and operated by the localities 
such as water and sewage systems. 


The Ten-Year Rise in Stock Prices: 
Investment Consequences 


(continued from page 32) 


offered yields significantly lower than bonds. 
In terms of historical precedents, therefore, 
there was considerable evidence that the per- 
vading optimism of the stock market in recent 
years resulted in a condition of relative over- 
valuation as of the end of 1960. 

While investor psychology is always diffi- 
cult to predict, nevertheless it may be conjec- 
tured that the consequences are that significant 
advances in the stock market during the 
decade of the sixties will require a concurrent 
growth in earnings and dividends. Put another 
way, there seems to be reasonable doubt 


_ whether further large increases in price-earn- 


ings ratios and declines in yields will take 
place. Under these conditions highly satis- 
factory investment results on common stocks 
will probably require either (1) a very favor- 
able rate of growth in earnings and dividends 
of corporations in general, or (2) diligent 
effort to select those companies with above 
average elements of investment merit. 


Careful Analysis Will Be Helpful 


The first of these possibilities may in fact 
ensue; if so, then rather superficial selection 
procedures for common stocks will suffice. 
However, the record of corporate earnings and 
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dividends in the past several years does not 
indicate the existence of a general growth 
trend which would suggest a doubling or 
trebling of such earnings in the next ten years. 
Therefore, it would seem extremely sanguine 
to view future prospects in this light. The 
second alternative brings the investor back 
to the need for superior competence in all 
facets of investment analysis and manage- 
ment. It is for this reason that many of the 
more thoughtful practitioners in the invest- 
ments field feel that outstanding results in 
common stocks may be more difficult to 
achieve in the decade of the sixties than in 
the preceding ten years. While teachers and 
professional investors cannot deny that super- 
ficial knowledge would have produced success 
during these years, there now seems to be a 
reasonable probability that their admonitions 
for the need for thorough and intelligent ana- 
lytical procedures will be vindicated in the 
years ahead. However, until the remarkable 
performance of common stocks during the 
fifties becomes more remote in the memories 
of students and investors, it probably will be 
exceedingly difficult to make most people be- 
lieve that such admonitions should be taken 
seriously. 
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BANK DEBITS—THE MOST ALL-INCLUSIVE MEASURE OF BUSINESS ACTIVITY—Michigan 
entered the second quarter of 1961 with its lowest bank debit figures in over two years. Some econ- 
omists are saying that the low has been passed and the rest of the year will show a general increase 
in economic activity. 
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MICHIGAN BANK DEBITS 


IS CITIES-UPPER PENINSULA , 
ADJUSTED FOR SEASONAL VARIATION 
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UPPER PENINSULA BANK pom eMag aj Peninsula business activity reversed its rising trend 
as bank debits hit their lowest point since late 1959. Prospects for a _ summer tourist season are 
gloomy, with unemployment in recent months cutting the vacation budgets of many families. 
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